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Phone 202/857-6000 Fax 202/857-6395 www.arentfox.com

December 29, 1999 SRl
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S5 R R R R
David Waddell ‘
Executive Secretary
Tennessee Regulatory Authority -

460 James Robertson Parkway
Nashville, TN 37243-0505

RE:  Application of MGC COMMUNICATIONS. INC. for a Certificate of
Convenience and Necessity to Provide Facilities-Based and Resold Local
Exchange Service, Intrastate Interexchange Service, and Access Service Within
Tennessee

Dear Mr. Waddell:

MGC COMMUNICATIONS, INC. ("MGC" or "Applicant") hereby submits the enclosed
Application, seeking authority to operate as a reseller and facilities-based provider of switched
local exchange service, interexchange service and exchange access service within the State of
Tennessee. An original and thirteen (13) copies are provided. Please date-stamp one copy and
return it in the postage-paid envelope provided to the undersigned.

Also enclosed is a check in the amount of $25.00 for filing fees. Notice of this filing has been
served on interested parties.

Should there be any questions or additional information required, please do not hesitate to
contact me at 202/857-6293. Thank you.

Respectfully Submitted,

Qat B

Dougl¥$ G. Bonner
Attorrigly for MGC Communications, Inc.

Enclosures F ‘ !

WASHINGTON, DC NEW YORK RIYADH BUDAPEST BUCHAREST
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L INTRODUCTION

Pursuant to T.C.A. § 65-4-201 et seq; the Rules and Regulations of the Tennessee
Regulatory Authority and the Federal Telecommunications Act of 1996 ("Act"), MGC
COMMUNICATIONS, INC. (“MGC” or “Applicant™), by its undersigned counsel, respectfully
requests that the Tennessee Regulatory Authority ("TRA") grant to MGC the authority to
provide resold and facilities-based local exchange service, intrastate interexchange service, and
access service throughout the State of Tennessee. Granting MGC’s application will promote the
public interest because MGC will increase competition in the market, and offer technologically
advanced services to customers in the state. Therefore, MGC requests that the TRA grant MGC
statewide authority to operate as a competing telecommunications service provider. MGC will

comply with all applicable rules and regulations in Tennessee pertaining to the provision of these

services.




In support of this Application, MGC provides the following information:

II. DESCRIPTION OF THE APPLICANT
1. Name, Address and Telephone Number of Applicant:

MGC COMMUNICATIONS, INC.
171 Sully’s Trail

Suite 202

Pittsford, NY 14534

Tel: (718) 218-6540

Fax: (718) 218-0881

2. Correspondence concerning this Application should be directed to:

Michael B. Bressman, Esq.

Boult Cummings Conners & Berry, PLC
414 Union Street, Suite 1600

P.O. Box 198062

Nashville, TN 37219

Tel: (615) 252-2399

Fax: (615) 252-6399

E-mail: mbressman@bccb.com

With a copy to:

Douglas G. Bonner, Esq.

Arent Fox Kintner Plotkin & Kahn, PLLC
1050 Connecticut Ave. N.W.
Washington, D.C. 20036

Tel: (202) 857-6293

Fax: (202) 857-6395

E-mail: bonnerd@arentfox.com

3. Questions concerning the ongoing operations and regulatory matters of MGC following

certification should be directed to:

Richard E. Heatter, Esq.
Vice President, Legal
171 Sully’s Trail

Suite 202

Pittsford, NY 14534
Tel: (718) 218-6540
Fax: (718) 218-0881




4. MGC is a corporation incorporated under the laws of the Nevada. A copy of MGC's
Articles of Incorporation is attached hereto at Exhibit 1. In addition, a copy of MGC's

Authorization to Transact Business in Tennessee is attached at Exhibit 2.

5. Repair and Maintenance Information. MGC understands the importance of effective

customer service for local service consumers. MGC has made arrangements for its customers to
call the company at its toll-free customer service number 1-888-777-5802. In addition,
customers may contact the company in writing at the headquarters address, as well as via email
at www.mgci.com. The toll-free number will be printed on the customer's monthly billing

statements.

6. Operations in Other States. MGC and/or its affiliates are authorized to provide

telecommunications services in California, Florida, Georgia, Illinois, and Nevada. MGC has not
been denied authority to provide telecommunications service in any jurisdiction, nor has it been

subject to any formal complaint proceedings.

III. QUALIFICATIONS
MGC possesses the financial, technical, and managerial ability to provide facilities-based
local exchange service, intrastate interexchange service, and access services in the State of

Tennessee, as demonstrated below.

1. Applicant's Financial Ability. MGC is financially qualified to provide facilities-based
and resold local exchange, exchange access and interexchange services in Tennessee. Attached
as Exhibit 3 are the audited financial statements for MGC as of December 31, 1998 and
unaudited financial statements for the nine months ending September 30, 1999 filed with the
U.S. Securities and Exchange Commission. These demonstrate that MGC possesses the sound

financial support necessary to competently and effectively provide the services for which



authority is sought by this Application. None of the amounts on the financial statements
contained in Exhibit 3 or in any projected budgets or financial statements are related to
reciprocal compensation for terminating ISP traffic.

2. Technical Qualifications. MGC is technically qualified to provide local exchange,
exchange access and interexchange services in the State of Tennessee. MGC is already
authorized to provide telecommunications services in Illinois, California, Nevada, Georgia and
Florida. Additionally, MGC has pending applications for authority in Michigan, Ohio, and
Wisconsin. The Company will file and maintain tariffs in the manner prescribed by the TRA and
will meet the minimum basic local standards, including quality of service and billing standards
required of all LECs regulated by the TRA. |

3. Managerial Ability. MGC possesses the managerial qualifications to provide its

proposed facilities-based and resold local exchange, exchange, access and interexchange services
in Tennessee, and to maintain MGC’s facilities over which such services will be deployed. As
described in the attached biographical information, MGC’s management team has extensive
management and business experience in telecommunications. The biographies in Exhibit 4

describe the extensive managerial experience of MGC’s key employees, and Exhibit 5 is a list of

MGC’s Board of Directors and Officers.

IV.  PROPOSED SERVICE

1. MGC's Proposed Service Offerings. MGC seeks authority to provide a full array of
facilities-based and resold local exchange service, interexchange (intraLATA and interLATA)
service, and switched and special access telecommunications services, throughout the State of
Tennessee. MGC intends to offer this broad range of telecommunications serve through the use

of its own facilities, resold facilities and through a combination of these provisioning methods.




MGC intends to provide access services as well as flat rate local exchange service, EAS service,
toll restrictions, custom calling features, caller ID and any other services available on a resale
basis from the underlying incumbent LEC or other certified carriers within MGC’s service area.
MGC anticipates initially offering its services to business customers and then to residential
customers, as market conditions and demand warrants. MGC either directly or through
arrangements with other carriers or companies will provide those services required by TRA Rule
1220-4-8-.04(3)(b). MGC will not require customers to purchase CPE that cannot be used with
the incumbent local exchange carrier’s systems.

MGC will, upon certification and before offering service, file its initial tariff with the
TRA setting forth the rates, charges and regulations for its services. If MGC offers new services
in the future, it will similarly comply with such requirements.

2. Proposed Service Area. MGC proposes to offer its services throughout the State of

Tennessee in the service areas of Bell South, Sprint/United, and any other ILEC that does not
enjoy a rural exemption under Section 251(f) of the Telecommunications Act of 1996. MGC
initially intends to offer services in Memphis and Nashville. MGC anticipates collocating

DSLAMs and other related electronics equipment in the central offices of the ILECs.

V. PUBLIC INTEREST CONSIDERATIONS

The Tennessee Legislature, in its declaration of telecommunications services policy, has

stated:

The General Assembly declares that the policy of this state is to foster the
development of an efficient, technologically advanced, statewide system of
telecommunications services by permitting competition in all telecommunications
services markets, and by permitting alternative forms of regulation for
telecommunications services and telecommunications services providers. To that
end, the regulation of telecommunications services and telecommunications




services providers shall protect the interests of consumers without unreasonable
prejudice or disadvantage to any telecommunications services provider[.]"

Grant of this Application will further the goals of the Tennessee Legislature and further
the public interest by expanding the availability of competitive telecommunications services in
the State of Tennessee. In addition, intrastate offering of these services is in the public interest
because the services will provide Tennessee customers with access to new technologies and
service choices and can permit customers to achieve increased efficiencies and cost savings.
Authorizing MGC to provide local exchange telecommunications services will enhance
materially the telecommunications infrastructure in the State of Tennessee and will facilitate
economic development.

In particular, the public will benefit both directly, through the use of the competitive
services to be offered by MGC, and indirectly, because MGC’s presence in Tennessee will
increase the incentives for other telecommunications providers to operate more efficiently, offer
more innovative services, reduce their prices, and improve their quality of service. Grant of this
Application will further enhance the service options available to Tennessee citizens for the

reasons set forth above.

VI. MISCELLANEOUS

1. Small and Minority-Owned Telecommunications Business Participation Plan (§65-5-

212). Applicant has attached its Small and Minority Business Owned Telecommunication
Business Participation Plan in compliance with T.C.A. § 65-5-212 as Exhibit 6.

2. Year 2000 Readiness Disclosure. Applicant has attached its Year 2000 Readiness

Disclosure as Exhibit 7.

: TENN. CODE ANN. § 65-4-123.




3. Toll Dialing Party Plan. Applicant has attached its Tennessee IntraLATA
Presubscription Implementation Plan as Exhibit 8.

4. Rural Telephone Companies and Telephone Cooperatives. Unless otherwise permitted

by federal or state law, Applicant does not plan to offer local exchange telecommunications
services in areas served by any incumbent local exchange telephone company that has a rural
exemption under section 251(f) of the Telecom Act of 1996, except for those that have
voluntarily entered into an agreement with a competing telecommunications service provider or
that have applied to provide telecommunications services in an area outside its service area
existing as of June 6, 1995. Applicant also does not plan to provide such services in any area
served by a telephone cooperative unless otherwise permitted to applicable federal or state law.
Applicant reserves the right to expand its services into these areas should any rulings of the TRA

or any court or administrative agency allow the provision of service in such areas.

5. Mergers, Acquisitions, and Corporate Structure. Applicant has not been involved in any

pertinent mergers or acquisitions.

6. Customer Deposits and Non-recurring Charges. Applicant does not routinely require
customer deposits but may request them in certain circumstances. Applicant will state the terms,
conditions, and amounts for such deposits in its tariffs, which it will submit for approval of the
TRA. Applicant is not bonded for the amount of the deposits. Applicant may require certain
non-recurring charges for initiating service. These charges will also be included in Applicant’s
tariffs. Because Applicant anticipates that most of its initial customers will be other carriers and
sophisticated businesses, the issues sometimes raised by non-recurring charges are less of a

concern than they 'might otherwise be with less sophisticated customers.




7. Pre-filed Testimony. Attached as Exhibit 9 is the pre-filed testimony of Richard E.

Heatter.

VII. STATEMENT OF COMPLIANCE
MGC agrees to abide by all applicable statutes and all applicable orders, rules and

regulations entered and adopted by the Tennessee Regulatory Authority.




VIII. CONCLUSION

MGC respectfully requests that the TRA enter an order granting it a certificate of
convenience and necessity to operate as a competing telecommunications service provider and
authority to provide a full range of local exchange, exchange access and interexchange
telecommunications services on a facilities-based and resale basis throughout the State of
Tennessee in the service areas of Bell South, GTE and Sprint, and any other ILEC that does not
enjoy a rural exemption under Section 251(f) of the Telecommunications Act of 1996. For the
reasons stated above, MGC’s provision of these services would promote the public interest by
providing high-quality service at competitive prices and by creating greater economic incentives

for the development and improvement for all competing providers.

Respectfully submitted this > day of December, 1999.

K Ben

Douglas|G. Bonner
Arent{ F¢x Kintner Plotkin & Kahn, PLLC
1050 Connecticut Avenue, N.W.

Washington, D.C. 20036
Tel.: 202/857-6293

B

Michael B. Bressman

Boult Cummings Conners & Berry, PLC
414 Union Street, Suite 1600

P.O. Box 198062

Nashville, TN 37219

Tel.: 615/252-2399

Counsel for MGC Communications, Inc.

—_
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IN THE OFFICE OF THE
.*.» SECRETARY OF STATE OF THE ARTICLES OF [NCORPORATION
STATE OF NEVADA oF
OCT 16 1995
NevTEL, INC.

(Na3549S

The Undcrsigﬁcd natural person acting as the incorporator of a corporation (“the
Corporation”) under the porvisions of Chapter 78 of the Nevada Revised Statues, adopts the
following Articles of Incorporation.

ARTICLE I
NAME

The name of the corporation is:

NevTEL, INC.

ARTICLE IT

PERIOD OF DURATION

The period of duration of the corporation is perpetual.

ARTICLE IIT

PURPOSE

The purpose for which the corporation is organized is to engage in any lawful activity.

ARTICLE IV

AUTHORIZED SHARES AND ASSESSMENT OF SHARES

Section 4.01. Authorized Shares. The aggregate number of shares the corporation

shall have authority to issue is 25,000 shares of capital stock without par value.

Section 4.02. Assessment of Shares. The capitol stock of the corporation, after the

amount of the subscription price has been paid, shall not be subject to pay debts of the.

N corporation, and no capitol stock issucs as fully paid up shall ever be assessable or assessed.



ARTICLE V
PRINCIPLE OFFICE AND INITIAL RESIDENT AGENT

Scction 5.01. Principle office. The address of the principle office of the corporation is
2972 Mcade Avcnue, Las Vegas, Nevada 89102,

Section 5.02. ‘Initial Resident Agerit. The name of the initial resident agent of the
corporation, a resident of Nevada, whose business address is at the above address, is Nield J.
Montgomery.

ARTICLE VI
DATA RESPECTING DIRECTORS

Section 6.01. Stvle of Governing Board. The members of the governing board of the
corporation shall be styled Directors.

Sertinn £ 02 Initial Board nf Directors. The initial Board of Directors shall consist
of two (2) members, who need not be residents of the Sate of Nevada or shareholders of the
corporation.

Section 6.03. Name and Addresses. The names and post office addresses of the

persons who are to serve as directors until their successors shall have been elected and
qualified, follow:

Nield J. Montgomery 9975 Parvin Street
Las Vegas, Nevada 85123

Linda L. Montgomery 9975 Parvin Street
Las Vegas, Nevada 89123

Section 6.04. Increase or Decrease of Directors. The number Directors of the
corporation may be increased or decreased from time to time as shall be provided in the Code

of By-Laws of the corporation. -




ARTICLE VII
INDEMNIFICTION OF DIRECTORS AND OFFICERS
No director or officer shall be liable to the Corporation or its shareholders for damages
for breach of fiduciary duty as a director or officer except for acts or omissions which involve
intentional misconduct, fraud or a knowing violation of law, or the payment of dividends in
violation of NRS 78.300. The Corporation shall indemnify any director or officer and for any
liability and legal expenses, including attorney fees, judgments, ﬁnes and amounts paid in
éettlé;nent actually and reasonably incurred by him arising out of his status or actions as a
director or officer if he acted in good faith and in a manner which he reasonably believed to be
In or not opposed to the best interests of the corporation, and had no reasonable cause to
believe his conduct was unlawful. The personal liability of all directors and officers of the
Corporation to any person or entity shall be eliminated or limited to the maximum extent
allo&ed by Nevada statutes, and such directors and officers and their heirs, executors and
administrators shall be indemnified by the Corporation to the maximum extent by Nevada
statutes.
ARTICLE VIII
DATA RESPECTING INCORPORATOR
The name and post office address of the incorporator of the corporation is as follows:

Nield J. Montgomery 9975 Parvin Street
. Las Vegas, Nevada 89123

EXECUTED this /&7~ day of October, 1995

NIELD J. MONTGOME
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STATE OF NEVADA )
) ss.

COUNTY OF CLARK ) ‘

L the undersigned, a Notary Pablic dully co-missioned to take ‘ and
administer athes in the State of Nevada, do hereby certfy that on this dxypersomhv sppear=d
before me, Nicld J. Montgomery, who, being by me first duly sworn, doclared that be is the
incorporator referred to in Article VIII of the Articles of Incorporation, and that bhe signed
these Articles of Incorporaticn and that statements contained thercin are troe.

'WITNESS my hand and seal this | day of October. 1995.
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1"¢ THE OFFICE OF THE
SECRETARY OF STATE OF THE
STATE OFNEVADA S
CERTIFICATE OF AMENDMENT OF ARTICLES OF INCORPORATION
NOV 26 1996 (After Issuance of Stock)
NevTEL, Inc,
L] Name of Corporation
CRETARY OF STATE

MIE%LS% Eersigned Nield J. Montgomery and Linda L. Montgomery

h Secretary or Assistant Secretary

of NevTEL, Inc, do hereby certify:
Name of Corporation ' .

That the Board of Directors of said corporation at a meeting duly convened, held on the __18th___ day of
November , 19_96_, adopted a resolution to amend the original articles as follows:

1. Article___[ __is hereby amended to read as follows:

ARTICLE I

The name of the corporation is:

MGC Communications, Inc.

2. Section 4.01 is hereby amended to read as follows:

Section 4.01.  Authorized Shares. The total number of shares which the
Corporation is authorized to issue is twenty-five million (25,000,000} common
shares; all of such shares having a par value of one tenth of one cent {3.001) per

share.

The number of shares of the corporation outstanding and entitled to vote on an amendment to the Articles of
Incorporation is ; that the said change(s) and amendment have been consented to and approved
by a majority vote of the stockhoiders holding at least a majority of each class of stock outstanding and entitled to
vote ee.’ .

NOTARY PUBLIC
Jifi== STATE OF NEVADA
AN County of Clark :
T PATRICIA L. REILLY §
k My Appointment Expires Oct. 8, 1997

State of N Q/V(/\IGVU\/
County of C/\ {/\[\/ VZI

| Ah oo
On N WAA‘A 'W/V lé ‘q/x; ; personally appeared before me, a Notary Public,
N' 6\ d N\GHV/‘OW‘{V M b‘ \/\ Y\Olﬂ ‘\{“Gnm.(:w%}:/k?owledged that they executed the above

Names of Penons.d)pealing and $gning Document j
vJ N
Hadn y. ” /[
MY

Signature of Notary !

Secretary or Assistant Secretary

instrument.




STATE OF NEVADA
Secretary of State

| hereby certity that this is a
true and complete copy of
the document as filed in thie
office.

15126 '96

o Tl

DEAN HELLER

Secretary o éfi
BYQ@-]§Z




CORPORATE CHARTER

I, DEAN HELLER, the duly elected and qualified Nevada Secretary of State,
do hereby certify that NEVTEL, INC. did on the SIXTEENTH day of
OCTOBER, 1995 file in this office the original Articles of Incorporation; that
said Articles are now on file and of record in the office of the Nevada
Secretary of State, and further, that said Articles contain all the provisions
required by the law of said State of Nevada.

IN WITNESS WHEREOF, | have hereunto set my hand
and affixed the Great Seal of State, at my office, in
Carson City, Nevada, this SIXTEENTH day of
OCTOBER, 1995.

Secretary of State

By | pb@wh\&vﬁuo

Certification Clerk




‘Secretary of State
Corporations Section

James K. Polk Building, Suite 1800 %%‘35;%%327 gg gnrage.
(-shville, Tennessee 37243-0306 e /TIME & 57 69& g2
' EFFECTIVE ATE/TI 1/27/99 1105
CONTROL NUMBER: 9374606

TO:
MGC COMMUNICATIONS INC
3301 N BUFFALO DR

LAS VEGAS, NV 89129

RE:
MGC COMMUNICATIONS, INC.
%ggL%gATION FOR CERTIFICATE OF AUTHORITY -

WELCOME TO THE STATE OF TENNESSEE. THE ATTACHED CERT
AUTHORITY HAS BEEN FILED WITH AN KFFECTIVE DATE AS NBIEATED KBOVE

A CORPORATION ANNUAL REPORT MUST BE_FILED WITH THE SECINEATNEOSLSEQT P THE

88R88 FORE THE FIRST DATE OF THE FQURTH M
RATION S FISCAL YEAR. PLEASE PROVIDE THIS OFFICE WITH
NOTIFICATION OF THE CORPORATION'S FISCAL YEAR. THIS OFFICE WILL

888 S OFIITSTEEINCIEANON%NIgg gﬁITOFASgA%LINéRAEBREgg C8§88¥BEBONOA¥HIEE
IN WRITING, FAILURE TO FILE THIS REPORT OR TO MAINTAIN A 68£¥§5£

AGENT AND OFFICE WILL SUBJECT THE CORPORATION TO ADMINISTRATIVE REVH
OF ITS CERTIFICATE OF AUTHORITY.

JHEN CORRESPONDING WITH THIS OFFICE OR SUBMITTING DOCUMENTS FOR
FILING PLEASE REFER TO THE CORPORATION CONTROL NUMBER GIVEN ABOVE.

FOR: APPLICATION FOR CERTIFICATE OF AUTHORITY - ON DATE: @7/27/99
FOR PROFIT

E 8M RECEIVED: $g§§§00 $0.00
CORPORATION SYSTEM (LOS ANGELES, CA)
818 W. SEVENTH ST. TOTAL PAYMENT RECEIVED: $600.00

ZND FLOOR
LOS ANGELES, CA 90017-0000 RECEIPT NUMBER: 000028%7890
o ACCOUNT NUMBER: 00000002

e o

RILEY C. DARNELL
SECRETARY OF STATE
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BUILDING THE CONVERGENT NETWORK

MGC COMMUNICATIONS, INC. 1998 ANNUAL REPORT




Year ENDED QuARTER ENDED
Dec 31, Dec 31, Ser 30, Jun 30, Mar 31,
1997 1998 1998 1998 1998
Highlights of Operations:
Operating Revenue " $ 18,249 $ 3,791 $ 6,475 $ 4,908 $ 4018 $ 2,848
EBITDA a $(16,757) $(6,577) $ (6,705) $ (5,245) $ (2,721) $(2,086)

Highlights of
Financial Position:

25,934

Gross. Property and Equipment/ $122,935 .

. Koo ™ 72 + . $252,119 191,977
‘Access Lines Sold and In Service 61,205 18,864
Addressable Lines i 11,362 1,286
Collocations Established 207 25

{1} In Thousands

$ 93,070
By 39

47,022




MGC is building the convergent network. And we have
been building it since inception - using a sophisti-

cated, flexible architecture supported in the back

office by advanced internal MIS. We have also devel-
oped business relationships with five Incumbent
Local Exchange Carriers (ILECs). Since inception and

while we were building, we sold and installed over
61,000 access lines. With our network, relationships
and customers, the foundation is in place to go to

the next step: bundling telephony and high-speed

data combined in a single Line.




Putting the Infrastructure in Place

At MGC, we are focused on owning the network

intelligence which allows us control of our customer

base. We build and own the critical compo

nents of our network--switches and collocate

facilities. We believe this strategy allows

us to establish our first-to-market advantage.

In essence, our “Smart Build" strategy involves:

(1} installing and owning the intelligent switches and
related equipment in collocated facilities that routes and
processes traffic, and {2) using transport, particularly
unbundled loops from the ILEC. Access to unbundled
loops allows us to serve the largest segment of the
communications market, particularly small business
customers with S-15 lines. To date, competition for these
customers from other new carriers has been minimal in

each of our operational markets.

Following passage of the Telecommunications Act of
1996, which required ILECs to open their markets to
compettion, MGC moved quickly to secure and huld the
collocate sites and transport network to connect 1o our
customers. As a result, we are located 1n prime collocates
with large numbers of addressable lines. With over 11
mitlion addressable lines at vear-end 1998, we believe we
have ore of the largest network footprints of addressable
lines of any Comperitive Local Exchange Carrier (CLEQC)

in the markets we serve,



NGC
SAMPLE
MARKET

MGC targets the suburban/urban ring of Tier I markets. We build
our network through collocation in the ILEC’ facilities as
represented by the dots shown in the middle ring of this sample
market diagram. These arcas have large concentrations of addressable
lines, which serve MGC's targeted customer base — small businesses

and independent pay phone operators.

This represents
MGC's host switch
location in each
market area. MGC
has 7 Nortel DMS -
500 switches in

operation.

These represent
MGC's collocated
facilities. At year-
end 1998, MGC
had 207 collocates
which will provide
access to 11.4 million

addressable lines.




Putting the Infrastructure to Work

MGC believes the world 1s ready for the benefits
of a bundled voice and high-speed data commu-
nications solution. We are well positioned to
incorporate the technology which facilitates

this bundled solution thanks to the flexible,

intelligent infrastructure we have built.




Our 1999 obiective 1s to leverage our existing network through
sellimg and proviviening our traditional relephony products,

We are also iookmg ahead to the next generanon acrualls
a revolunon of relephony. The world s ready tor the
benehits ot an mnovative bundled vowce and high-speed dara
communications solunion. Qur network is ideally swited for
the deployment of this new technology. which transtorms the
"last mile” of traditional telephony’s architecture into the
“first mile” of a bundled voice and data delivery. This new
technology will provide our targeted small business
customers a one-stop solution for their telephony and data
needs, including billing and customer service.

To provide this product, advanced devices installed at the
customer’s location and in central office facilities enhance the
capacity of an existing copper line enabling it to carry multiple
voice lines and data packets simultaneously. The Integrated
Access Device (IAD) located on the customer's premises creates

data and voice asynchronous transfer mode (ATM) packets for

transport on the copper line connecting the customer to the

second device. the Digital Ssubseriber e Acces Mulupiones
CSEAND Tocared i MGOS collowared tacting, DS AN
provide termmation pomes tor nameraes costomer [ADs and
tacilicare the transport of ATNM packers 1o MGC s host site,
which is the aggregation pont tor many ceneral offices where
MGC s collocated. We believe we will be one of the first access
providers to use this technology ta deliver a toral
communications solution to small business customers.
Moreover, our infrastructure, relationships, and focus is
expected to facilitate our planned deplovment.

This technology also positions us well for the potential
future offering of a wide range of innovative products and
services to our customers, including transparent Local Area
Network services, virtual private networks, voice over ATM,
corporate voice and data access, and telecommuting services
traditionally not offered to our target markers. Additionally,
MGC will offer customers the benefits of bundled products,
competitively priced through simplified flat rate packages, all

presented on a single bill.




To QOur

1996 1997 1998

SWITUHES DEPLONYE D
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19% 1997 1998
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Stockholders

Since this s our fiest opportamn so address the magoniee of oar mvestorss we'd Iike to ke o
moment fo disctiss our efforts todare and how they are shapmg MGCS tutare. Today we
belicve vour compam has posinoned selt to become one ot the first integrated
communications services providers able to deliver tradinonal relephony services and high-
speed data on the same Tine via ADSE technology. This new technology s eritical to providing
attordable broadband access o the majoriey ot the communicanons market, mcluding our
targeted small business customers We beheve MGC ts 1deally posinoned to effecuivels

implement this technology.

Since our inception, we have accomplished a number ot milestones:

* We were one ot the fiest integrated communications services providers to propose a " Smart
Build” strategy resultng in a scalable, intelligent network intrastructure.

® We were one of the first CLECs to establish collocation facilities in order to access
customers via the local line rather than through resale of the ILECs’ product sets.

* We were one of the first to selectively target the small business market segment.

We are also proud ot our financial pertormance to date. During 1998, we recorded $18.2
million in revenue, added over 42,000 lines to our network. achieved positive EBITDA in our
first market and established a sizable footprint for future growth. Our emplovee base grew
from 15t at the end of 1997 to 425 by vear-end. W want to thank each and every emplosee

tor their hard work and contributions during the past vear.

Facilities-Based Company, On-Network Strategy

We owe many ot our imual successes to a crinical deciston made early in our corporare
historv—namely, to be a tacthities-based company. To understand this crucial distmction
berween MGC and many other CLECs, 1t's helpful o recall events immediately following
deregulanon ot the telecommunications industry in 1996, While many companies scrambled
to enter the local dial tone marketplace as resellers of ILECS™ products, we quickly
determined that resale was an undesirable strategy due to poor profit margins. Instead. we
focused on developing an on-network strategy. By installing our own switching
infrastructure, we could retain control of our customers and deploy our capital where it
could be most productive, in network intelhigence. Moreover, this approach allows us to

deplov capiial incrementally with the growth n our customer base.

A kev requirement in our network hudd was to construct collocation facthties in the
incumbents” central offices to access unbundled feops e were one of the first CLECS 1
employ this strategs, speaficalhs rargetog the suburbanairkan ning of large metropolitan
markets. This strategy reduced compention from acw entrants and allowed us 1o access. via

our network, high densities of cur raspered smait

cottess and pay phone customers. These
wncumbent collocation sites are connected reour host vwatch incach of the seven major

n.crmpulmm ATCAS WE serve.

As of vear-end 1998 we:
s anstalled 7 Nortel DMS-500 switches:
® established 207 central office collocations;

® built avcess to an addressable market of 11,4 million lines;

o sold and installed i excess of 61,000 access Tines, 9770 of which are “on-net.

(6 )



Sard another swan we are nnbundled Toop speciadine, By exeramimg contra’ rram the
CUstamer’s pomg ot connection to our network we can add safue and cvolve product
enhancements. MGCs value proposition s achieved by providing single-soaree telephony 1o
our customers - with sumpler pricing and one bill, Pursiing this phidosophy, durng 1998 we
alsa demonstrated that our basic nerwork stracepy and service model s sound. tumimg

EBITDA positive in Las Vegas within 13 months from the commencement of operations.

A criacal component of our success s our hack otfice svstem. Internal svstems are
paramount for tracking our sales and provisionmg eftorts, billimg and finanaial reporning and
answering customers” inguiries. We chose to build our back oftice bitling and customer care
svstems ourselves. This has enabled us to create an optimal internal pladtorm o support the

new products planned for 1999 and bevond.

By the end of 1998, we recognized the need to enhance our product otfering to meer the
growing customer demand for data services. To assist in meenng this need. we acquired
LyNer, an Internet Service Provider to tacilitate our offering of a dial-up Internet product.
Qur oftering, MGCi.com, 1s the first step toward the bundled voice and high-speed data
solution to follow. The introduction of this nexr generaton solution will allow us o
migrate from a primarthy commodity-hased product set to one incorporating true product

ditferentiation trom our competition.

1999: Selling and Provisioning

Last vear, we spent a great deal of our nime and efforts construcnng our nerwork, adding
tour new swatches and over 180 collocation facihties providing vear-end access o over 11
million lines. This vear we will concentrate on aggressivels selling and provsioning new

fines on our expanded network.

Selling

We will leverage our sales capabilities continuing our focused sales and marketing strategy
which targets smalt businesses and independent pav phone operators. Our current product
set consists of tocal dial tone, custom calling features and long distance service - the hasie
clements required by our targeted customers. By choosing to adhere to this sereambined
praduct hist, the sales evcle with our customers s a linnted tme event, thus masimizmg our
sales eforts and resulting in higher productivity, The direct sales force will be grearhy
expanded in 1999 to provide appropriate sales coverage for our extensive nerwork.

Additonally, we will contnue developing agent/vendor channels

Provisioning

In the course of building our local networks across the country, we have dis ol prodictine

relationships with five ILECs. We have learned their processes for collocaeme, and pronassenimg

1

unbundled loops, become familar with their individual corporate culrures and esrablish

relationships at their various pomts of contact. Additionally. we have become tamiiuar swith,
and have started o clectromcatly mteract with theirr Operating Support Systems (0SS5, to
maore efficiently provision hnes, Durmg 1999, we mtend to improve these OSS iterfaces and
our internal automation. Thus, rather than establish new relatonships in 1999, we will focus

on leveraging those already in place.
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ANNUAL REVENUE
IN THOUSANDS:

to Stockholders

1999: Development of New Generation Solutions

While our primary etforts m 1999 are selling and provisioming, we are also developing and
mtend to deploy dial-up Internet and high-speed access products, the latter oftering dramancally
ncreases on-line speeds trom existng dial-up service, However, this high-speed capabilicy wiil
be used for more than data transmission: it will transport multiple voice lines and data over one
unbundled loop using xDSL technology. Our physical presence i the ILECs™ facilities allowing
access to unbundled loops is critical to achieving xDSL performance. We plan to install and
provision the necessary DSLAMs (to terminate a customer’s xDSL service] and transport to our
host site where a customer’s data and voice traffic can be delivered to their respective

destinations i an expeditious manner.

The other primary component of the delivery mechanism for this product is the installation of
1ADs at customers’ premises. The installation of IADs wilt shift the weight of service origination
from a process, which is to. ‘ely rehant on the ILEC, to one largely controlied by MGC,
resulting in greater control over the provisioning process. This next generation product will
again allow us a first-to-market advantage with a unique product providing all of a customer’s
voice and data needs on one bill from a single source, MGC. Furthermore, by consolidating
many operational functions within a single, scalable platform, we expect to significantly reduce
the cost of installation and provisioning. By aggregating traffic, we can service more customers
with better transport economics. Finally, by enabling us to offer incremental services over our
customer’s unbundled loop, we have the potential to generate additional revenue at reduced
unit costs. We expect these cost reductions and revenue opportunities to deliver significant

benefits to our bottom hine.

[n closing, we would like to thank our customers, stockholders and business partners for
their continued support. The coming vear promises many exciting developments with positive
implications for MGC's growth. We look forward to achieving many more milestones as we
work to establish your company as a primary provider of communications solutions to our

existing and targeted customers.

%wiﬁkyﬁy—

Maurice J. Gallagher, Jr. Nield ] Montgomery
CHAIRMAN OF THY BOARD [ AN IS ST
Cortis bweid Tive ORkICER
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Selected Financial Data and
Market for Common Equity and
Related Stockholder Matters

Selected Financial Data

{IN THOUSANDS, EXCEPT PER SHARE DATA} 1998 1997 1996

Operating revenues $ 18,249 $ 3,791 $ 1
Net loss (32,065) (10,836) (1,491)
Basic and diluted loss per share of common stock (2.26) (1.30) (2.11)
Total assets 252,119 191,977 12,339
Long-term debt including current maturities 157,295 156,627 --
Redeemable Series A Convertible Preferred Stock -~ 16,665 -
Unrestricted Cash? 84,949 102,764 7,897
EBITDA (16,757) (6,577} (1,500)

Market for Common Equity and Related Stockholder Matters

MGC’s (the “Company”) Common Stock, $.001 par value, is traded on the NASDAQ Stock Market under the symbol “MGCX.” As of March
15, 1999, there were approximately 164 holders of record of the Company’s Common Stock. The following sets forth the reported high and low
sale prices for the Common Stock for each fiscal quarter since the Company’s Common Stock first commenced trading on May 11, 1998.

Market Information

FOR THE PERIODS! HicH Low

May 11, 1998 through fune 30, 1998 $19.56 $14.00
July 1, 1998 through September 30, 1998 17.93 8.00
October 1, 1998 through December 31, 1998 10.50 5.25

As of March 15, 1999 the closing price per share of the Common Stock was $8.25.

No cash dividends have ever been declared by the Company on its Common Stock. The Company intends to retain earnings to finance the
development and growth of its business. Accordingly, the Company does not anticipate that any dividends will be declared on its Common
Stock for the foreseeable future. Future payments of cash dividends, if any, will depend on the Company’s financial condition, results of
operations, business conditions, capital requirements, restrictions contained in agreements, future prospects and other factors deemed
relevant by the Company’s Board of Directors. The Company’s ability to declare and pay dividends on 1ts Common Stock is restricted by
certain covenants in the Indenture governing the Senior Secured Notes.

(1) See Note 1 in the Company's consolidated financial statements and the notes thereto appearing elsewhere i this Annual Repurt.
(2} Unrestricted cash consists of cash and cash equivalents plus investments held-to-maturity and imvestments available-for-sale.

(3} EBITDA consists of earnings before interest, mcome taxes, depreciation and amortization. While EBITDA 1s not an alternative indicator of operating performance or an alternative
to cash flows from operating actities as a measure of ligirdity a5 defined by generally accepted accounting principles and EBITDA may not be comparable to other somlarly titled
measures of other compantes, management believes EBITDA 1s u measure commonly used m the commumications industry to analvze and compare communications compantes on
the basis of operating performance, leverage and liquidity. See the “Consolidated Statements of Cash Fiows™ meluded in the Company's consolidated fmancial statements and the
notes thereto appearing elsewhere in this Annual Report



Management's Discussion
and Analysis of Financial
Condition and Results of
Operations

Overview

MGC began providing competitive local exchange services to small business and residennal customers 1n December 1996, and in February 1998,
began offering long distance services in its existing markets. MGC's network strategy consists of purchasing and deploving switching equipment.
collocating equipment in ILECs central offices and leasing fiber optic transmission capacity from ILECs and other providers of communications trans-
port services. Currently, the Company has switches fully operational in Las Vegas, Atlanta, Chicago, Southern Florida, and in selected suburban areas

of Southern California, including the Los Angeles area and San Diego.

The Company’s 1997 revenues were generated from sales of telecommunications services consisting primarily of local phone service, switched access
billings and non-recurring charges, principally installation charges. In 1998, long distance services also contributed to the Company's

revenue base.

The Company’s principal operating expenses consist of cost of operating revenues, selling, general and adminustrative costs and depreciation and
amortization expense. Cost of operating revenues consists primarily of access charges, kine installation expenses, transport expenses, compensa-
tion expenses of technical personnel, long distance expenses and central office facility rentals. Selling, general and administrative expenses consist
primarily of compensation expenses, advertising, provision for bad debts, professional fees and facility rentals. Depreciation and amortization

expense includes depreciation on switching and collocation equipment as well as general property and equipment.

During 1998, the Company expanded significantly with the installation of four additional switches and the build-out of 182 additional colloca-
tion sites. As expected, both cost of operating revenues and selling, general and administrarive costs increased as many of the fixed costs of
providing service in new markets are incurred before significant revenue can be generated from those markets. In addition, significant levels of mar-

keting activity were incurred in new markets in order for the Company to build its initial base of customers.

The development and expansion of the Company’s business has required and will continue to require significant capital expenditures primarily con-
sisting of the purchase of communications switching and associated equipment, the purchase of land for switching sites and the construction of
buildings or leasehold improvements to switching and collocation facilities. As part of its “Smart Build™ network strategy, the Company purchased
and installed host switches in each of its markets while leasing transport and unbundled nerwork elements (UNEs| from the ILEC and other CLECs.
The Company believes this facilities-based strategy, while ininially increasing its level of capital expenditures and operating losses, will enhance its

long-term financial performance in comparison to a resale strategy.

The Company has experienced operanng losses and generated negative EBITDA since inception and expects to continue to generate negative EBIT-
DA through the 1999 fiscal year while it continues to expand its networks and develop its product offerings and customer base. There can be no

assurance the Company’s revenue or customer base will grow or that the Company will be able to achieve or sustain positive EBITDA.

Results of Operations

Year Ended December 31, 1998 vs. 1997

Total operating revenues for the year ended December 31, 1998 were $18.2 million as compared to $3.8 million for the vear ended December 31.
1997. The 379% increase is a result of the installation of four additional switches, an increase in the number of lines in service and the introduc-
tion of long distance service in early 1998. The Company provided telecommunications services in only Las Vegas until December, 1997 when
service was initiated in Atlanta and the Inland Empire region of Southern Califorma. As a result of the network expansion, service was also offered
in Chicago as well as additional suburban areas of Southern California, including San Iego during 1998. The Company had 47,744 lines in

service as of December 31, 1998 as compared to 15,590 lines in service as of Decernher 31,1997, a 206% increase.

Cost of operating revenues for the year ended December 31, 1998 was $17.1 mutiion as compared to $3.9 million for the year ended December 31,
1997. The 338% increase is due to the increased number of lines in service during 1998, network expenses associated with long distance service,

and installation and operational expenses associated with the sigruficant expansion of the Company’s network.

For the year ended December 31, 1998, selling, general and administrative expenses totaled $17.9 million, a 180% increase over the $6.4 million
for the year ended December 31, 1997, The increase in expenses resulted from increased costs attributable to the marketing of the Company's

services, delivery of customer service and to support the Company’s continued network expansion.



Management's Discussion
and Analysis of Financial
Condition and Results of
Operations

For the vear ended December 3101998 deprecianon and amortizanon was $3.2 mndion as compared to S 1.3 nudlion tor the vear ended December
31997 Thasanerease 1s aresult of placing addmonal assets m service darmyg the penod i accordance with the Company's planned buidd-out
ot s network. As of December 31, 1998 the Company had seven operanonal swirches and 207 collocation sites buslt-out as compared to three

switches and 25 collocanion sites as of December 31, 1997,

Inrerest expense tor fiscal 1998 totaled $19.1 million as compared to $3.5 mullion tor tiscal 1997 The increase 1s primanily artributable to a full

vear ot interest incurred on the Semor Secured Notes issued by the Company in Seprember 1997

Interest income was $8.8 mulhon for the vear ended December 31, 1998 compared to $2.5 million for the vear ended December 31, 1997, The
income 15 attnbutable to earnings on investments made with the proceeds from the ssuance of Senior Secured Notes in September 1997 and with

the proceeds from the sale of the Company’s common and preferred stock.
The Company incurred net losses of $32.1 milhon and $10.8 million during the 1998 and 1997 tiscal vears, respectively,

Year Ended December 31, 1996

The Company’s aperations prior to December 1996 were limited to start-up activities and. as a result, the Company’s revenues and expenditures
for the period were not indicative of anticipated revenues which may be attained or expenditures which may be incurred by the Company in furure
periods. The Company did not begin revenue-generating operations until December 1996, As a result, anv comparison of the vear ended December

31, 1997 with the vear ended December 31. 1996 would not be meaningful.

During the vear ended December 31, 1996, the Company generated $1,000 in operating revenues as a result of commencing service during the
month of December. The Company had cost of operating revenues of $0.3 milhon which represents primarily fixed costs. In addition, the Company
incurred other operating expenses. including depreciation and amoruzation, of $1.3 million in connection with the commencement of operations
and the build-out of its nerwork. These expenses consisted primarily of payroll expenses. professional fees, expenses related to the introduction of

initial seryice and a one-time write-off of purchased software.
The Company earned mterest income in the period of $0.1 nullon.

As a result, the Company incurred a net loss in the period of $1.5 million. This loss s primarily artributable to the expenses incurred in connec-

tion with the mitial development of the Company's business.

Liquidity and Capital Resources

The Company’s operations require substantial capital investment for the purchase of telecommunications equipment and the development and
installation of the Company’s network. Capital expenditures for the years ended December 31, 1998 and 1997 were $97.0 million and $22.6
milhon, respectively. The Company expects it wall continue to have substanual capital requirements in connection with the purchase of equipment
necessary for continued expansion of its network footprint in its existing markets, and the development of new products and services. In addition,
the Company 1s currenty evaluaung possible expansion into new markets during 1999. Management expects capital expenditures of approximately
$40.0 mullion for fiscal vear 1999, which will be funded by cash on hand and investments available-tor-sale that were generated through the
private sales of debt and equity secuninies as well as through s imitial public ottering of common stock. In addition. the Company is currently
evaluating financing proposals from vendor and equipment lease financing companie<. Should this financing be available an acceptable terms, the

Company may consider acceleratng its growth plans and expanding its product oftermgs
From 1ts inception through its imtial public offering (IPO), the Company rawed approximately $17.% muthoen trom private sales of common stock.

In September 1997, the Company completed a $160.0 muillion offering o2 Semor Secured Notes and warrants to purchase 862,923 shares of
common stock (after giving effect to certain anti-dilution adjustments). At the closing of the sale of the Senior Secured Notes, the Company used
approximately $56.8 million of the net proceeds from the sale of the Senior Secured Notes to purchase a porttoho of securities that has been pledged
as security to cover the first six interest pavments on the Sentor Secured Notes. The Company used approximately $3.1 nullion of the net
proceeds to pay accounts pavable ncurred i connection with the acquisinon of equipment. i addinon, the Company has granted the holders of

the Semor Secured Notes a securnity interest in a substanual portion of the Company’s telecommunications equipment.



.

In November 1997 and January 1998, the Company ssued an aggregate ot 6371427 shares of Series A Convertble Preterred Stock at $3.50 per
share for net proceeds of $2 1.6 muflion. In Mav 1998, the shares ot Series A Convertible Preterred Stock were converted nto 3,942 856 shares of

common stock simultaneously with the Company’s minal public otfermg which s discussed helow,

The Company’s Registration Statemient on Form S-1 relating to the sale of common stock was declared etfective by the Securities and Exchange
Commussion on May T 1998, A rotal ot 4,025.000 shares were sold resulting in net procecds to the Company of $6 3.0 mitlion. In connection
with the mtial public otfering of the Companys common stock, the Company effected a six tor ten reverse stock sphit. In addinon to the stock sphi.

the Company's outstanding shares of preterred stock were converted mto common stock.

The substannal capital mvestment required to initiate the Company's services and the funding of the Company’s inttial operations has resulted
i negative investing and operating cash flow since the Company™s inception. This neganive cash flow from operations is a result of the need to
establish the Company's network in anucipation of connecting revenue-generating customers. The Company expects to continue recording
negative cash flow from operations throughout the 1999 tiscal vear due to continued network expansion activities. There can be no assurance the
Company will attain break-even cash flow from operations in subsequent periods. Until sufficient cash flow from operations is generated, the
Company will be required to utilize its current and future capital resources to meet its cash flow requirements and may be required to issue
additional debr and/or equity securinies. Based upon its cusrent business plan, the Company does not expect to require additional tinancing:
however, there can be no assurance the Company will not require additional financing, or as to the availability or the terms of any such financing,
Moreover, the indenture governing the Senior Secured Notes imposes certain restrictions upon the Company's ability to incur additional indebted-

ness or issue preferred stock.

Impact of Year 2000

The Year 2000 issue, commonly referred to as Y2K. 15 rooted in the way compurer svstems have been set up to handle the computation of dates.
In many cases, where a date is used in computer code. a two digit field has been used to indicate the vear, ri.e.. 91/01/98 = January 1. 1998, The
system assumes that the first two digits i the vear field are "19.7 With the end of the century approaching. those same systems should refieet

01/01/40 as being “ January 1, 2000." However, a non-comphant svstem will read 01/01/00 as January 1, 1900,

MGC has been focused on Year 2000 issues since its inception in 1996, In recognition of the priority associated with the Year 2000 issue, the
Company has established a Year 2000 Project Team at the corporate level to fead the Year 2000 effort. Since the Company 1s young, much of the
hardware and software currently in place was purchased with Y2K readiness in mind. The Companv's Y2K plans include a number of phases

designed to evaluate and prepare for readiness by June 1999,

The Company has completed the inventory and assessment of all nerwork and information svstem elements and has begun the renovation and
testing phases. The mission cnitical components, including the telecommunications nenwork and svstems which execute processes such as service
assurance, access management. service delivery, customer service and hilling, are targeted for Year 2000 comphance by June 1999, Integration
testing will continue throughour the remainder of 1999, Subject to additonal compliance testing, the Company heheves that its essential Processes,

svstems and business functions will be ready tor the 1999 to Year 2000 transition.

The Company has received assurance from its significant vendors including 1ts major telecommunications cqupment supplier that their applica-

tons are Year 2000 compliant. Maintenance or modification costs associared with making hanges. 1 nveded. will be expensed as incurred.

The Company’s business relies in part on third parties. The sbility of third parties, upos swhom the Campany relies, to adequately address their Year
2000 issue 1s outside the Company’s control. However, the Company s oowirdiranng effor stk these parties to mimmize the extent to which its
business will be vulnerable to their failure to remediate their own Year 20000 issues. There Can e no assurance that the systems of the third partics
will be modified on a tmely basis. The Company’s business, financial condinon and resuiis o1 aperanions could be materially adversely affected by
the failure of those svstems and applicanons, licensed to or operated tor third parsies, v cperated by other parties to properly operate on dates

bevond 1999,

The Company is currently in the process of developing contingency plans should certam mission critical systems fal as a result of Y2K ssues. The
Company 15 also participating in industry-wide efforts to address Year 2000 issues with the goal of developing contingency plans addressing not

only the Company’s issues but also those of the telecommunications industry as a whale.

(13)



Management's Discussion
and Analysis of Financial
Condition and Results of
Operations

Impact of Recently Issued Accounting Standards

In June 1997, the Financial Accounting Standards Board (*FASB™1 issued Statement of Financial Accounting Standards 1*SFAS™1 No. 130,
Repornng Comprehensive Income. SFAS No. 130 requires companies to classify items of other comprehensive income by their nature in a finan-
«ial statement and displav the accumutated balance of other comprehensive income separately from retained earnings and additional paid-in caputal
in the equity sections of a statement of financial position and is effective for financial statements issued for fiscal vears beginning after December

15, 1997. The Company has adopted SFAS No. 130 for 1998 as reported in the accompanying financial starements.

In June 1997, the FASB issued SFAS No. 131, Disclosure About Segments of an Enterprise and Related Information. SFAS No. 131 establishes
additional standards for segment reporting in financial statements and is effective fer fiscal years beginning after December 15, 1997. The

Company currently operates as one segment.

The American Institute of Certified Public Accountants recently issued Statement of Posttion (“SOP™) 98-5, “Reporting on the Costs of Start-Up
Activities.” SOP 98-5 requires start-up costs, as defined, to be expensed as incurred and is effective for financial statements for fiscal years begin-
ning after December 15, 1998. The Company currently expenses all start-up costs as incurred and the application of SOP 98-5 will have no

material impact on the Company’s financial statements.

Change in Accountants

MGC did not re-elect KPMG LLP (“KPMG?") as its independent accountants on February 6, 1998. KPMG’s report on the Company’s finan-
cial statements for the years ended December 31, 1996 and 1995, did not contain an adverse opinion or a disclaimer of opimon and was not
qualified or modified as to uncertainty, audit scope or accounting principles. The decision to change accountants was approved by the Company’s
Board of Directors. During KPMG'’s engagement with the Company, there were no disagreements with KPMG on any matter of accounting
principles or practices, financial statement disclosure or auditing scope or procedure which were not resolved to KPMG's satisfaction. During
KPMG?’s engagement with the Company. there were no reportable events (as defined in Irem 304{a}{1(v) of Regulation S-K issued under the

Securities Act of 1933, as amended).

As of February 6, 1998, Arthur Andersen LLP has been engaged by the Company as its principal accountants to audit the Company's financial
statements for the years ended December 31, 1998 and 1997. The Company had not consulted Arthur Andersen LLP prior to its engagement
regarding the application of accounting principles to a specified transaction, either completed or proposed, the type of audit opinion that might

be rendered on the Company's financial statements or any matter that was either the subject of a disagreement with KPMG or a reportable event.

Quantitative and Qualitative Disclosures about Market Risk
The Company’s long term debr bear fixed interest rates; however, the fair market value of this debt 15 sensitive to changes in prevailing interest rates.
The Company runs the risk that market rates will decline and the required payments will exceed those hased on the current market rate. The

Company does not use interest rate derivative instruments to manage 1ts €Xposure to mstruments to manage its EXpOsurs to interest rate changes.



Consolidated Balance Sheets

(in thousands, excegt share and per

DEcemser 31,

Assets

Current assets:
Cash and cash equivalents
Investments held-to-maturity
Investments available-for-sale
Restricted investments
Accounts recetvable, less allowance for doubtful
accounts of §257 and $216 at December 31, 1998 and
1997, respectively
Prepaid expenses
Toral current assets
Property and equipment, net
Investments held-to-maturity
[nvestments available-for-sale
Restricted investments
Deferred financing costs, net of accumulated amortization of $1,065 and
$198 as of December 31, 1998 and 1997, respectively
Other assets
Total assets

Liabilities, Redeemable Preferred Stock and Stockholders’® Equity

Current labilities:
Current maturities of long-term debrt
Accounts payable:
Trade
Property and equipment
Accrued interest
Accrued other expenses
Total current liabilities
Sentor Secured Notes, net of unamoruzed discount of
$3,307 and $3,882 at December 31, 1998 and 199™,
respectively
Other long-term debt
Total labilities
Commiutments and contingencies
Redeemable preferred stock:
8% Sertes A convertible preferred stock. 6,571,450 shares authorized,
5,148,570 issued and outstanding at December 31, 1997
Stockholders® equity:
Preferred stock, 43,428,550 shares authorized bur
umnissued
Common stock, $0.001 par value, 60.000,000 shares
authorized, 17,190,428 and 8,799,600 shares issued
and outstanding
Additional paid-in capital
Accumulated deficit

Accumulated other comprehensive income
Notes recetvable from stockholders for issuance of
common stock
Total stockholders™ equity
Total habilities, redeemable preterred stock and stockhaolders’ equity

See accompanying notes to consolidared financial statements.

share

amounts)

1997

$ 45054
- ~g-

18,482

1.200
277
72810
24617
49,913

39,092

3.448
97
$191,977

156,118
138

9
22,118
(12,4631

$191.97~




Consolidated Statements of Operations

(in thousands, except «“hare and G Ny

Year Enoep Decemser 31, 1997 1996
Operanng revenues:
Telecommunications services $ 3,791 5 |
Operating expenses:
Cost of operating revenues
rexcluding depreciation) 3,928 3098
Selling, general and adnumistranve 6.440 841
Depreciation and amortizanon 1.274 54
Write-otf of purchased software - 353
11,642 1,955
Loss from operations (7,851 11,5541
Other income (expense):
Gain on sale of investments - -
Interest income 2,507 63
Interest expense
(net of amount capitalized) (5,492) -
Net loss (10,836) 11,491
Accrued preferred stock dividend (1361

$ (10,972) $ (1,491
$ (1.30) $  (2.111
Basic and diluted weighted average shares outstanding 14,178,729 8,458,991 707,359

Net loss applicable to common stockholders

Basic and diluted loss per share of common stock

See accompanying notes to consolidated financial statements.




Consolidated Statements of
Redeemable Preferred Stock
and Stockholders' Equity

(in thousands, except share amounts)
o
Riovrwan Puciiews 5 o oo s R N
SN Awn Suanis . i o0

Balance at january 1, 1996 - 3 B 240,000 S - S i S B S -
Common stock ssued for services

contributed by stockholder - - 180,000 | | ~ -
Common stock 1ssued tor cash - - 6456000 6 12274 - -
Net foss - = - - = 1491 -
Balance at December 31, 1996 - - L 1Te000 - 12,27 RSN -
Common stock tssued tor cash - - 1,458,600 2 4.860 - -
Common stock 1ssued for notes

recetvable - - 165,000 - oSy - 168N
Proceeds from offering allocared

tO warrants - - - - 3.88% - -
Warrants issued for common stock

commitment - - - - 409 - -
Net loss - - - - - 10,8361 -
8% Series A Convernble Preferred

Stock ssued for cash 5,148,570 16,665 - - - - -
Accrued preferred

stock dividend - ~ - - - (136) -
Balance at December 31, 1997 S5.148.570 16.665 8.799.600 9 22118 (12,463 (688)
Common stock issued for cash - - 100,680 - ) - -
Common stock issued for

notes receivable - - 189000 - 1483 - (1,485
Warrants and options

exercised for common stock - - 133,309 - 14 - -
8% Series A Converrible

Preterred Stock

issued for cash 1,422,837 4,980 - - - E -
Accrued preferred

stock dividend - - - - - 1654, -
Common stock

tssued for cash (IPO - - 4,025,000 4 62,9359 - -
Conversion of preferred

stock to common stock (571,427 (21,645 3,942,839 4 21,641 790 -
Unrealized gain

on investments

available-for-sale - - - - - - -
Net loss - - - - - 132,063 -
Balance at December 31, 1998 - - 17190428 S17 S10%991  Si44.392: $.2173

See accompanyving notes to consolidated financial statements.




Consolidated Statements of Cash Flows

(in thousands’

Year Enpeo Decemser 31, 1997 1996
Cash flows from operating activities:

Net loss $(10,836) $(1,491)
Adjustments to reconcile net loss to net

cash used in operating activities:

Depreciation and amortization 1,274 54
Write-off of purchased software - 355
Gain on sale of investments - -
Amortization of debt discount 144 -
Amortization of deferred debt financing costs 198 -
Stock issued for services rendered - 2
Changes in assets and liabilites:
Increase in accounts receivable, net (1,190) (9)
Decrease (increase) in prepaid expenses (254) (23)
Increase in other assets (91) (5)
Increase in accounts payable-trade 386 76
Increase in accrued expenses 5,879 99
Net cash used in operating activities (4,490) (942)
Cash flows from investing activities:
Purchase of property and equipment, net of payables (20,207) (2,287)
Purchase of investments held-to-maturity (57,710) -
Purchase of investments available-for-sale, net - -
Sale (purchase) of restricted investments (57,574) -
Net cash used in investing activities (135,491) (2,287)
Cash flows from financing activities:
Proceeds from issuance of Senior Secured
Notes net of discount of $4,026 155,974 -
Costs assoctated with issuance of Senior
Secured Notes and warrants (5,237} -
Proceeds from issuance of 8% Series A Convertible
Preferred Stock, net of issuance costs 16,665 -
Proceeds from issuance of warrants 3,885 -
Proceeds (payments) on other long term debt, net (164; -
Proceeds from issuance of common stock 6,015 11,126
Proceeds from issuance of common stock (IPO) - -
Net cash provided by financing activities 177,138 11,126
Net (decrease) increase in cash 37,157 7,897
Cash and cash equivalents at beginning of period 7,897 -
Cash and cash equivalents art the end of period $ 45,054 $ 7,897
Supplemental schedule of non-cash investing
and financing activities:
Stock issued for services rendered $ - $ 2
Increase in property and equipment purchases icluded
in accounts payable - property and equipment $ 1,751 $ 1,372
Notes payable issued for property and equipment $ 683 $ ~
Stock issued for notes receivable $ 688 $ =

Warrants issued as consideration in debt offering
capitalized as deferred financing costs
Other disclosures:

$ 409 $ ~

Cash paid for interest net of amounts capitalized

See accompanying notes to consolidated financial statements.




Notes to Consolidated
Financial Statements

(1) Principles of Consolidation and
Basis of Presentation
Description of Business
The accompanying consolidated financial statements of MGC Communications, Inc, (the *Company ™1, a Nevada corporation, include the accounts

of the Company and its wholly-owned subsidiary, MGC Lease Corporation. All significant inter company balances have been eliminated.

The Company was organized on October 16, 1995 as a competitive local exchange carrier to provide low cost alternative communication
services to residential and small business users through the utilization of Company owned switches and network architecture leased from incum-
bent local exchange carriers. During the year ended December 31, 1998, the Company operatcd i Las Vegas, Atlanta, Chicago, southern Florida,
and selected suburban areas of southern California including San Diego with substannally all of its aperating revenues being derived from the

Las Vegas, Ontario, and Atlanta operations.

Revenue Recognition

The Company recognizes operating revenues from communication services in the period the related services are provided. Due to current dis-
putes and pending arbitration and litigation, the Company has recognized switched access revenues based on management’s best estimate of the
probable collections from such revenue. For the vears ended December 31, 1998, 1997 and 1996, the Company has recognized in operating rev-
enues switched access revenues of approximarely $7,378,000, $730,000 and $0, respectively. Included in trade accounts receivable in the
accompanying balance sheets as of December 31, 1998 and 1997 are receivables related to switched access of approximately $3,590,000 and

$730,000, respectively.

Cash and Cash Equivalents

The Company considers short-term investments with a remaining maturity of three months or less at the date of purchase to be cash equivalents.

Restricted Investments

Restricted investments consist of U.S. Treasury Notes which are restricted in that they must he uscd for the repayment of interest on certain debe
and are stated at amornzed cost plus accrued interest. Management designated these investments as held-to-maturity securities in accordance
with the provisions of Statement of Financial Accounting Standards (“SFAS”) No. 115, “ Acconnting for Certain Investments in Debt and Equity

Securities.” The carrying value of the restricted investments approximates the fair value.

Advertising Costs
The Company expenses advertising costs in the period incurred. As of December 31, 1998, 1997, and 1996 the Company had expensed advertis-
ing costs of $810,000, $125,000, and $0 respectively.

Investments

Investments classified as available-for-sale at December 31, 1998 were classified as held-to-marurity as of December 31, 1997. During the fourth
quarter of 1998, the Company sold investments, previously classified as held-to-maturity, pricor *« their maturity date. In accordance with SFAS
No. 115, “Accounting for Certain Investments in Debt and Equity Securities,” the classsf:carn of these investments has been appropriately

changed in the accompanying consolidated financial statements.

Available-for-sale securities represent investments principally in commercial paper and goverr.rzent securities. The commercial paper raatures in
March of 1999 and the government securities mature periodically through Seprember 32, 2001 The unamortized cost basis of these investments
at December 31, 1998 is approximately $72,246,000. The cost basis for which the realizect a7 was calculated on available-for-sale securities

was $72,023,000 using the specific identification method.



Notes to Consolidated
Financial Statements

Property and Equipment
Property and equipment are carried at cost, less accumulated depreciation w.. amortization. Direct and mdirect costs of construction are capital-
ized. and include $3.175,000 and $188.,000 of interest costs related to construction during 1998 and 1997, respecuively. Depreciation is computed

using the straight-line method over esumated useful lives beginning in the month an asset 1s put into service.

Estimated useful lives of property and equipment are as follows:

Buildings 40 vears
Telecommunications and other switching equipment 5-10 vears
Computer hardware and software 3-5 vears
Office furniture & equipment 3-5 vears
Leasehold improvements the lesser of the estimated

useful lives or term of lease

Deferred Financing Costs

Deferred financing costs are amortized to interest expense over the life of the related financing using the effective interest method.

income Taxes

The Company has applied the provisions of SFAS No. 109, “Accounting for Income Taxes,” which requires the recognition of deferred tax assets
and liabilities for the consequences of temporary differences between amounts reported for financial reporting and income tax purposes. SFAS
No. 109 requires recognition of a future tax benefit of net operating loss carryforwards and certain other temporary differences to the extent that

realization of such benefit is more likely than not; otherwise, a valuation allowance is applied.

Fair Value of Financial Instruments

SFAS No. 107, “Disclosure About Fair Value of Financial Instruments,” requires all entities to disclose the fair value of financial instruments, both
assets and li‘abilities recognized and not recognized on the balance sheet, for which it 1s practicable to estimate fair value. SFAS No. 107 defines
fair value of a financial instrument as the amount at which the instrument could be exchanged in a current transaction between willing parties. At
December 31, 1998 and 1997, the carrying value of all financial instruments (accounts receivable, accounts payable and long-term debr) approxi-

mates fair value due to the short term nature of the instruments or interest rates, which are comparable with current rates.

Long-Lived Assets

Management periodically evaluates the carrying value of its long-lived assets, including property, equipment and intangible assets, whenever events
or changes in circumstances indicate that the carrying value may not be recoverable. To the extent the estimated future cash inflows attributable
to the asset, less estimated future cash outflows, is less than the carrying amount, an impairment loss is recognized. Management believes no mate-

rial impairment in the value of long-lived assets exists at December 31, 1998 or 1997.

Impact of Recently Issued Accounting Standards

In June 1997, the FASB issued SFAS No. 130, “Reporung Comprehensive [ncome.” SFAS No. 130 requires companies to classify items of other
comprehensive income by their nature in a financial statement and display the accumulated balance of other comprehensive income separately from
retained earnings and is effective for financial statements issued for fiscal years beginning after December 15, 1997, The Company has adopred

SFAS No. 130 as reflected in the accompanying consolidated financial statements.

In June 1997, the FASB 1ssued SFAS No. 131, “Disclosure About Segments of an Enterprise and Related Information.” SFAS No. 131 establishes
additional standards for segment reporting in financial statements and is effective for fiscal years beginning after December 15, 1997. The Company

currently operates as one segment.

The American Institute of Certified Public Accountants recently 1ssued Statement of Position (“SOP™) 98-5, “Reporting the Costs of Start-Up
Activities.” SOP 98-5 requires start-up costs, as defined, to be expensed as incurred and is effective for financial statements for fiscal vears begin-

ning after December 15, 1998. The Company currently expenses all start-up costs as incurred and the application of SOP 98-5 will have no material

impact on the Company’s financial statements.
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Concentration of Suppliers

The Company currently leases 1ts transport capacity from a limited number of suppliers and is dependent upon the availability of collocanon space
and fiber optic transmisston facilines owned by the suppliers. The Company s currenthy vulnerable to the risk of renewing favorable supplier con-
tracts, timeliness of the supplier in processing the Company’s orders for customers and is at risk to regulatory agreements that govern the rates to

be charged to the Company.

Use of Estimates
The preparanion of the financial statements in conformity with generally accepred accounting principles requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and habilities at the date of the tinan-

cal statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from these estimates.

Reclassification
Cerrain reclassifications, which have no effect on net income, have been made in the prior period financial statements to conform to the

current presen(arion.

(2> Plan of Operations

In September 1997, the Company completed an offering of 160,000 units consisting of $160 million of 13% Senior Secured Notes due in 2004 (the
“Notes”) and warrants to purchase shares of common stock, as discussed in Note 4. The Company expects to continue its expansion and devel-
opment of services into new markets. The Company expects to fund its capital requirements through existing resources, debt or equity financing

and internally generated funds.

Management recognizes that the Company must generate additional resources or consider modifications to its expansion plans. To the extent the
Company is unable to achieve its funding plan, management has contingency plans which include curtailing capital expenditure activities, reducing
infrastructure costs associated with expansion and development plans and achieving profitable operations as soon as practicable. However,
no assurance can be given that the Company will be successful in raising additional capital. achieving profitable resules, or entering INto new

markets.

Management also recognizes that certain nisks are inherent to the industry. Such risks and assumpuions include, but are not limited to, the
Company’s ability to successfully market its existing and proposed services to current and new customers in existing and planned markets, suc-
cessfully develop commercially viable data and Internet offerings, access markets, install switches and obtain suitable locations for its switches.
negotiate suitable interconnect agreements with the ILECs, obrain an acceptable level of cooperation from the ILECs, all in a timely manner, at rea-
sonable cost and on satisfactory terms and conditions, as well as regulatory, legislative and judicial developments that could marterially atfect the

Company's future results.

(3) Property and Equipment

Property and equipment consist of the following:

Decemser 31, 1998 1997
{IN THOUSANDS)
Building and property - 2,653 $ 278
Switching equipment 37,045 21,621
Leasehold improvements 740 956
Computer hardware and software 2.218 1,404
Office equipment and vehicles 901 300
63.5¢ 24,559
1.ess accumulated depreciation and amortization (6,555) (1,317)
57.002 23,242
Swirching equipment under construction 59,378 1.375
Net property and equipment $116,380 $24.617




Notes to Consolidated
Financial Statements

(4) Debt

Long-term borrowings at December 31, 1998 and 1997 consist of the following (in thousands):

Decemaer 31, 1998 1997

13% Senior Secured Notes. due October 1, 2004,

net of unamornized discount of $3,307 and $3.882 $156,693 $156,118
10% note payable in monthly installments through

February 1999 225 441

Other 377 78

157,295 156,637

Less current portion (332) (381)

$156,963 $156,256

Maturities of long-term debt for each of the next six years ending December 31, consist of the following (in thousands):

1999 $ 332
2000 174
2001 96
2002 -
2003 -
2004 156,693

$157i295

In September 1997, the Company completed an offering for 160,000 units consisting of $160 million of 13% Senior Secured Notes due in 2004

and warrants to purchase 774,720 shares of common stock (collectively the “Offering™).

The Notes bear interest at the rate of 13% per annum, payable semu-annually in arrears on April 1 and October 1, commencing April 1, 1998. As
set forth in the Indenture pursuant to which the Notes were issued the Company is required to hold in a trust account sufficient funds to provide
for payment in full of interest on the Notes through October 1, 2000. The accompanying consolidated financial statements reflect approximately
$39.4 million as restricted investments as security for the interest payments on the Notes. In addition, the Notes are secured by a security interest
in certain telecommunications equipment owned by the Company or which may be acquired in the future. As of December 31, 1998, the Notes

were secured by a security interest in telecommunications equipment with a net book value of $85.3 million .

In conjunction with the Offering, the Company engaged an investment-banking firm that determined a value for each warrant and share of com-
mon stock. Consistent with this determination, the Company has allocated a portion of the Offering proceeds to the warrants based on a value of

$4.68 per share of common stock less the exercise price of $.02 per share for the warrant.

The warrants are exercisable at any ume on or after the earlier to occur of (i) October 1, 1998, o (ii) the date on which a change in control occurs.
The agreement pursuant to which the warrants were issued required an anu-dilution adjustment if the preferred stock offering was consummated
at a price less than $5.00 per share. As further discussed in Note 5, the Company completed the preferred stock offering for $3.50 per share.
Accordingly, the warrants issued in connection with the Offering were increased from 774,200 to 862.323 and have been reflected in the accom-
panying consolidated financial statements as of December 31, 1998 and 1997. Expenses allocated 1o the warrants in connection with the Offering

were $141,000. The warrants expire on October 1, 2004,

In conjunction with the Offering, certain persons deposited an aggregate of $15.0 million in escrow fthe Common Stock Commitment), which
funds were to have been applied to the purchase of shares of common stock in the event the Company failed to sell at least $15.0 million of pre-
ferred stock within a certain period of ume. Since sufficient preferred stock was issued within the time period, the investors received a return of their
funds contributed to escrow. As a commitment fee for the Common Stock Commitment, the Company issued to all such persons contributing to

the escrow funds warrants to purchase an aggregate of 90,000 shares of common stock at $.02 per share.

The Company has recorded the commitment fee as non-cash consideration in connection with the Offering. The value of the warrants issued as a
commitment fee was determined based on a value of the Companv’s common stock at $4.68 per share less the exercise price of $.02 per share for

the warrant. All such warrants were exercised in January and February 1998.



The Notes may be redeemed ar the option of the Company, in whole or i part, on or after October 1, 2001, at a premuum declining to par in 2003,

plus accrued and unpaid interest and liquidated damages. if any, through the redemption date as tollows:

YEAR PERCENTAGE
2001 106.50
2002 103.25
2003 and thereafter 100.00

In the event of a sale by the Company prior to October 1, 2000 of its capital stock in one or more equity offerings, up to a maximum of 35% of
the aggregate principal amount of the Notes originally issued will, at the option of the Company, be redeemed from the net cash proceeds at a
redemption price equal to 113% of the principal amount, plus accrued and unpaid interest and liquidated damages. if any, to the redemption date,
provided at least 65% of the aggregate principal amount of Notes oniginally issued remain outstanding immediately after the occurrence of such
redemption. As of the date of these consolidated financial statements, management has no intention of redeeming the Notes prior to their stated

redemption date.

The Indenture contains certain covenants that among other things, limit the ability of the Company and its restricted subsidiaries to incur additional
indebtedness and issue preferred stock, pay dividends or make other distributions, repurchase equity interests or subordinated indebtedness, acquire
an aggregate of more than 20 switches until consolidated earnings before interest, taxes, depreciation and amortization (EBITDA) is positive for
two consecutive quarters (with certain exceptions), engage in sale and lease back transactions, create certain liens, enter into certain transactions
with affiliates, sell assets of the Company or its restricted subsidiaries, conduct certain lines of business, issue or sell equity interests of the
Company's restricted subsidiaries or enter into certain mergers and consolidations. As of December 31, 1998, management believes it s in com-

pliance with all debt covenants.

In comjunction with the Offering, the authorized capital stock of the Company was increased to 60,000,000 shares of common stock, $.001 par

value per share, and 50,000,000 shares of preferred stock, $.001 par value per share.

In January 1998, the Company filed a registration statement offering to exchange the Notes for 13% Series B Senior Secured Notes due 2004 under
the Securities Act of 1933, as amended. Terms of the 13% Series B Senior Secured Notes due 2004 are substantially the same as the Notes. The

exchange was consummated in March 1998.

Associated with the issuance of the Notes, expenses of $68,000 were paid to a related party for charter services in 1997.

(5) Redeemable Preferred Stock and
Stockholders' Equity
Common Stock
On December 6, 1996, the Board of Directors approved a four-hundred-for-one stock split, effected in the form of a stock dividend distributed on
December 31, 1996 to shareholders of record as of June 8, 1996. All share and per share data presented in the consolidated financial statements

and notes thereto have been retroactively restated to give effect to this stock sphit.

During 1995, in exchange for expending cash to incorporate the Company, a shareholder received 240,000 shares of $.001 par value common
stock valued at $.0042 per share. The Company capitalized the value of the issued shares as organization costs included in other assets in the accom-

panying consolidated financial statements, which costs are being amortized oves 60 months using the straight-line method.

In April 1996, the Company issued 480,000 shares of $.001 par value common stuck valued at $.0042 per share in exchange for services

rendered by a stockholder.



Notes to Consolidated
Financial Statements

Duning 1996, NevTEL LLC ithe "LLC™Y was tormed for the purpose of funding the development stage of MGC Commumnicanions, Inc. o June
1996, the Company and LLC entered into an agreement whereby LLC would acquire 3,696,000 shares of $.001 par value common stock of the
Company for $.83 per share. The agreement called for LLC to advance funds tor operating expenses incurred by the Company (to be applied
against the purchase price of the stock) until the Company produced operating revenues, at which time the remaining purchase price would be
remitted to the Company, the Company’s common stock would be issued to LLC owners and LLC would terminate. The agreement stiputated thar
the funds advanced for operaring expenses were to be paid back to LLC if the Company did not generate operating revenue by December 31, 1996.
The Company began revenue generating activities in December 1996. The shares were issued to LLC owners on December 31, 1996, at which nme
LLC terminated and the remaining purchase price was owed to the Company. Such amount was transferred to the Company in February 1997 and

is classified as amounts receivable for shares issued at December 31, 1996.

In December 1996, the Company offered 4,068,600 shares of $.001 par value common stock at $3.33 per share through a private placement. In
connection with this offertng, the Company 1ssued 1,308,600 shares and 2,760,000 shares of $.001 par value common stock and received proceeds

of $4,362,000 and $9,200,000 during the vears ended December 31, 1997 and 1996, respectively.

In June 1997, the Company approved agreements with two key members ot .. ement granting them rights to purchase a total of 150,000
shares at $3.33 per share and 165,000 shares at $4.17 per share. In both cases, the Company retains the right to repurchase these shares at their
cost in the event of termination of employment for any reason and has agreed to finance the purchase price of the shares purchased at $4.17 per
share over a period of three vears. During September 1997, the members of management exercised their rights and the respective aforementioned
shares were issued. The Company received $500,000 for the 150,000 shares issued at $3.33 per share. The $688,000 owed to the Company for the
165,000 shares issued at $4.17 per share has been classified in the accompanying consolidated statements of redeemable preferred stock and stock-

holders’ equity as notes receivable from stockholders for 1ssuance of common stock.

During 1998, the Company issued 100,680 shares of $.001 par value common stock at prices ranging from $5.83 to $8.33 per share, for totl

proceeds to the Company of $774,000.

During 1998, the Company approved agreements with 11 key members of management to purchase a total of 189,000 shares of common stock.
The purchase price of these shares ranged from $5.83 to $8.33 per share. The $1,485,000 owed to the Company is classified in the accom-
panying consolidated statements of redeemable preferred stock and stockholders’ equity as notes receivable from stockholders for issuance of

common stock.

During May and June 1998, the Company sold 4,025,000 shares of common stock at $17.00 per share pursuant to the registration statement
filed on Form S-1, which was declared effective by the Securities and Exchange Commussion on May 11, 1998. In connection with the initial public
offering of the Company's common stock, the Company effected a six for ten reverse stock split, which has been reflected in the accompanyving
financial statements. [n addition to the reverse stock split, the Company's 6,571,427 outstanding shares of Preferred Stock (as defined below) were
converted to 3,942,839 shares of the Company’s common stock upon completion of the imitial public otfering. The conversion of the Preferred

Stock has been retlected 1n the accompanying consolidated financial statements.

Redeemable Preferred Stock
The Company has authorized the issuance of up to 50,000,000 shares of preferred stock. In November 1997, the Company designated #,371 450

shares as 8% Series A Convertible Preferred Stock {the “Preferred Stock™).

In November 1997, the Company completed a private placement offering in which 5,148,570 shares of the Preferred Stock were issued at $3.50

per share, for total proceeds to the Company of approximately $16.7 million, ner of experses,

In January 1998, the Company completed an additional private placement offering in which 1,422 857 shares ot Preferred Stock were issued at
$3.50 per share for total proceeds to the Company of approximately $5.0 million, net of expenses. The terms of the offering were substanually den-

tical to those of the previous preferred stock offering,.

Each share of Preferred Stock was automatically converted into common stock on a six for ten basis upon the consummation of the Company's

{PO. In accordance with the terms of the Preferred Stock, the accrued dividends were reversed at the ume of conversion.

24



(6) Stock Option Plan

In June 1996, the Company adopted a stock option plan which allows the Board of Directors to grant mcentives ro emplovees in the form of
ncentive stock options and non-qualified stock options. As of December 3 1, 1997, the Company had reserved 1,440,000 shares of commeon stock
to be issued under the plan. In March 1998, the Board of Directors approved an addinonal 1,200,000 shares of common stock to be issued under

the plan.

In July 1998, the Company filed a registration statement on Form -8 to register the reserved shares of the Company’'s common stock under the

MGC Communications, Inc. Stock Option Plan.

Under the plan, substantially all options have been granted to employees at a price equal to the then-current market price, as estimated by man-

agement, and vest primarily over a S-year period. All options expire within ten vears of the date of grant.

Stock option transactions during 1998, 1997 and 1996 are as follows:

WEIGHTED
AVERAGE
NUMSER EXERCISE
OF SHARES PRICE
Outstanding at December 31, 1995 - -
Granted 811,860 $1.35
Canceled {30,000} $1.67
Qutstanding at December 31, 1996 781,860 $1.35
Granted 274 560 $5.78
Canceled (3,300) $5.08
Outstanding at December 31, 1997 1,053,120 $2.50
Granted 865,700 $8.48
Exercised (7,380) $1.77
Canceled (85.240 $5.84
Outstanding at December 31, 1998 1,826,200 $5.18
Exercisable at December 31, 1996 11,760 $3.33
———
Exercisable at December 31, 1997 165,720 $1.47
Exercisable at December 31, 1998 378,660 $2.07

For options granted during the year ended December 31, 1998, the fair value of each option is estimated on the date of grant using the Black-
Scholes option pricing model with the following assumntinns: dividend vield of 0%; expected option life of 6.5 years; and risk free interest rate of

5.06% and an expected volatility of 80.5%.

The weighted average fair value of each of the options issued during the years ended December 31, 1997 and 1996, substantially all of which have
been granted at a price equal to the then current market price as estimated by management, was estimated to be $4.03 and $.92, respectively,
using an option pricing model with the foliowing assumptions: dividend vield of 01%; expected option life of 6.5 vears; and nisk free interest rate

at December 31, 1997 and 1996 of 5.06% and 6.12%, respectivelv.

The following table summarizes information about stock options outstanding at December 31, 1998:

Numser WEICHTED NUMEBER

OUTSTANDING AVERAGE WEIGHTED EXERCISABLE WEICHTED
RANGE OF AT REMAINING AVERAGE AT AVERAGE
EXERCISE Dec. 31, ConTrRACTUAL EXERCISE Dec. 31, EXERCISE
Price 1998 LiFe Price 1998 PaICE
$0.83 t0 $3.50 745,980 7.38 vears $ 1.33 320,400 $1.37
$5.00 to $6.50 488,920 8.97 vears $ 5.99 56,760 $5.84
$7.50 to $10.00 496,800 9.58 vears $ 8.45 1,500 $8.33
$12.50t0 $17.00 94,500 9.44 vears $14.10 - & -
$0.83 t0 $17.00 1,826,200 8.51 years $ 5.8 378,660 $2.07

————— —————
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Notes to Consolidated
Financial Statements

The Company applied Accounung Principles Board (APB) Opinion No. 25 1n accounting for its plan. No compensation expense was recognized
for the vears ended December 31, 1998, 1997 and 1996. Had the Company determined compensation cost using the fair value based method

defined in SFAS No. 123, the Company’s loss for the vears then ended would have increased by $565,000, $7,000 and $10,000, respectively.

(7) Loss Per Share
SFAS No. 128, “Earnings Per Share,” requires the Company to calculate its earnings per share based on basic and diluted earnings oer share, as
defined. Basic and diluted loss per share for the years ended December 31, 1998, 1997 and 1996 were computed by dividing net loss applicable

to common stockholders by the weighted average number of shares of common stock.

The Company’s warrants, preferred stock and stock options granted and issued during 1998, 1997 and 1996, and outstanding as of December 31,
1998 and 1997, are antidilutive and have been excluded from the diluted loss per share calculation for the years ended December 31, 1998, 1997
and 1996. Had the Company shown the effects of dilution, the warrants, preferred stock and options would have added an additional 1.8 million,

1.6 million and 0.5 million shares to the weighted average shares outstanding for the years ended December 31, 1998, 1997 and 1996, respectively.

(8) Income Taxes

The net deferred tax asset as of December 31, 1998 and 1997 is as follows (in thousands):

1998 1997
Deferred Tax Asset
Net operating loss carry-forward $17,804 $4,529
Start-up expenditures 164 220
Other 534 141
18,502 4,890
Less: valuation allowance (15,517) (4,309)
Net deferred tax asset 2,985 581
Deferred Tax Liability
Excess of tax depreciation over book 2,769 481
Other 216 100
Net deferred tax liability 2,985 581
Net $ — $ -

SFAS No. 109 requires recognition of the future tax benefit of these assets to the extent realization of such benefits is more likely than not; other-
wise, a valuation allowance is applied. At December 31, 1998 and 1997, the Company determined that $15,517,000 and $4,309,000, respectively,
of tax benefits did not meet the realization criteria because of the Company'’s historical operating results. Accordingly, a valuation allowance was

applied to reserve against the applicable deferred tax asset.

At December 31, 1998 and 1997, the Company had net operating loss carry-forwards available for income tax purposes of approximately
$50,869,000 and $12,940,000, respectively, which expire principally from 2011 to 2018.

(9) Commitments and Contingencies

Lease Obligations

The Company has entered into various leasing agreements for its switching facilities, offices, and office equipment. The facility which houses the
Company’s headquarters in Las Vegas is owned by an entity principally owned by two of the Company’s prinapal stockholders and directors.

Management believes the terms and conditions of this agreement are equal to or better than the terms which would be available from an unaffili-

ated lessor.
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Future mmumuam fease obhgatons i effect as of December 31, 1998 are as tollows i thousands ¢

PAYMENTS DURING THE YEAR ENOING DECEMBER 31:

1999 $1,389
2000 1,272
2001 1,166
2002 977
2003 159
Thereafter 342

$5,305

Rent expense was $850,000, $207,000, and $33,000 for the vears ended December 31, 1998, 1997, and 1996 respectively of which $614,000 was
paid to a related party during 1998.

Purchase Commitments
In the ordinary course of business, the Company enters into purchase agreements with its vendors of telecommunications equipment. As of
December 31, 1998, the Company had a total for all vendors of approximately $15.4 million of remaining purchase commitments for purchases

of switching equipment.

Litigation
The Company 1s a party to various legal proceedings, most of which relate to routine maters incidenral to irs business. Management does not

believe that the outcome of such proceedings will have a material adverse effect on the Company’s financial position or results of operations.

Interconnection Agreements

The Company has interconnection agreements with five incumbent local exchange carriers. These agreements expire on various dates through

July 2000.

The Company is dependent on the cooperanon of the incumbent local exchange carriers to provide access service for the origination and termina-
tion of its local and long distance traffic. Historically, these access charges can make up a significant percentage of the overall cost of providing these
services. To the extent the access services of the local exchange carriers are used. the Company and its customers are subject to the qualitv of serv-

ice, equipment failures and service interruptions of the local exchange carriers.

(10) Risks and Uncertainties

Certain rates in the interconnection agreements have been established by the Federal Communications Commission (FCC) and are subject to adjust-
ment upon final negotiations. The Company has recorded costs of sales related to the Sprnt (Nevada) interconnection agreement at amounts which
are management’s best estimates of the probable cutcome of the final negotiated rates, which are less than the FCC established rates. The differ-
ence, which totals approximately $1.7 million and $1.1 million at December 31, 1998 and 1997, respectively, has not been recorded in the
accompanying consolidated financial statements. Management believes that the resolution of this matter will not have an adverse effect on the
Company’s financial position, results of operations, or liquidity.

(11) Related Party Transaction

[n May 1997, the Company entered into an agreement with a company, the owner ot which 1 a former ufficer and current stockholder of the
Company, for the purchase of certain computer software pursuant to which the Company paid the contract price of $600,000 in six equal month-
ly installments beginning July 1, 1997, In addition, the Company has paid $656,000 and $40.000 during 1998 and 1997, respectively, under such
agreement to support and maintain the Company’s proprietary management information computer system. Management believes the terms and

conditions of this agreement are equal to the terms which would be available from an unaffiliated party.



Report of Independent
Public Accountants

To the Stockholders and Board of Directors of MGC Communications, Inc.:

We have audited the accompanying consolidated balance sheets of MGC ommunications, Inc. (a Nevada corporationt and subsidrary (the
“Company ™) as of December 31, 1998 and 1997, and the related consolidated statements of operations, redeemable preferred stock and stock-
holders' equity and cash flows for the years then ended. These financial statements are the responsibility of the Company’s management. Qur

responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that we plan and perform the audit
10 obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits pro-

vide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of MGC Communications,
Inc. and subsidiary as of December 31, 1998 and 1997, and the results of their operations and their cash flows for the years then ended in con-

formity with generally accepted accounting principles.

LalRecr  [hon Ateetn 220

ARTHUR ANDERSEN LLP
Las Vegas, Nevada

March 2, 1999

Independent Auditors' Report

The Board of Directors MGC Communications, Inc.

We have audited the accompanying statements of operations, stockholders’ equity and cash flows of MGC Communications, Inc. for the year ended
December 31, 1996. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion

on these financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards require that we plan and perform the audit ro
obtain reasonable assurance about whether the financial statements are free of material misstaternent. Ar; audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes sssessing the accounting principles used and sig-
nificant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a

reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the results of operanions and the cash flows of MGC

Communications, Inc. for the year ended December 31, 1996, in conformity with generally accented accounting principles.

KPMa LLP

KPMG LLP
Las Vegas, Nevada

August 18, 1997
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Table of
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$ (8,793)
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10360 Sun City Blvd., Las Vegas, Nevada. March 31, 1999 is the record date for determining the stockholders entitled to notice of and to vote
at the Annual Meeting of Stockholders.

Forward-Looking Statements

When used in this report and elsewhere by management from nime to time, the words “hapes™, “behets™ and “expecr” and simnlar expressiors are catended to idensity forw wrd-i v king
statements with respect to the financial condition, resuits of operations and network expansion of the Company. Managenent wishes to vautiue ihe reader these forward-looxing state-
ments such as the Company’s plans to expand its existing network through collocanon, statements regarding developrient. introducnion and acceprance of the Company’s presucts e
business, statements regarding the Company’s abtlity to achieve or exceed its goals or reach profitability i the future, statements rexarding the adequacy or availabiliey ot financimg,
statements regarding the autcome of regulatory proceedings or the effect of government regulations or similar statements contamed :n this Annos! eport regarding matters that are not
historical facts, are only esumates or predictions. Actual results may differ matenally as s result of risks facing the Company or actual results dittering from assumptions underbving such
statements. Such nisks and assumptions include, but are nothimited 1o, the Company™s ability to successfully market its existing and proposed services to current and new customers in exist-
ing and planned markets, successfully develop commercially viable data and Internet offerings, aciess markets, mnstail switches and obtain suitable [ocations for its switches, negotiate and
renew suitable interconnect agreements with the HLECs, obtain an acceptable level of cooperation from the ILECs, ail in a umely manner, at reasonable cost and on satisfactory terms and
conditions, as well as regulatory, legislative and judicial developments that could matenaily affect the € ‘ompany’s future results. Additonal information concerming factors that coutd Cause

actual results to differ materially from those expressed or imphed 1n the forward-looking statements 15 contained from time to tme in the ¢ ompany’s SEC tihings. including but not Limar

ed to the Company’s report an Form 10-K for the year ended December 31, 1998, Copies of this filing may be ohtamed by contacting the € ompany or the SEC
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BIOGRAPHIES

Maurice J. Gallagher, Jr. is the Chairman of the Board of Directors and a founder of
MGC, Inc. Mr. Gallagher was instrumental in organizing MGC with Mr. Montgomery.
Mr. Gallagher was a founder of ValuJet Airlines, Inc. in 1993 and served as a Director
with Valujet from 1993 until November, 1997. Mr. Gallagher also held prior positions
(President and CFO) with ValuJet from 1993 to 1994 and served as Vice Chairman from
1994 to 1997. Prior to that, Mr. Gallagher was a founder and President of WestAir
Holding Inc. (“WestAir”), a commuter airline headquartered in Fresno, California.
WestAir was sold to Mesa Airlines (“Mesa”) in June, 1992. Mr. Gallagher was a member
of the Mesa Board of Directors from June 1992 through March, 1993 and served as a
Director of Submicron Systems, Inc. from April 1997 until November, 1997.

Rolla P. Huff is the newly named President and Chief Executive Officer of MGC
Communications, Inc. Prior to joining MGC, Huff was president and Chief Financial
Officer for Frontier Communications, where he was responsible for overseeing the
corporate finance, consolidated accounting, tax, treasury and investor relations
departments of the firm. In addition, Huff had responsibility for the company’s strategic
sourcing, real estate and facilities, access planning across the company and other general
administrative functions. A certified public accountant, Huff served more than five years
with AT&T corporation and AT&T Wireless, where he held numerous executive positions
with increasing responsibilities, including the title of president for the Central United
States. As President, he was responsible for AT&T’s wireless business in 15 states,
encompassing approximately 1.6 million customers and representing more than $1 billion
in annual revenue. During his tenure with AT&T Wireless, Huff also served as

Senior vice president and Chief Financial Officer from 1995 to 1997. As CFO, he was the
key interface with the investment community, financial analysts, and rating agencies for the
wireless business. Under his leadership, the wireless division met its profit commitments
in each year that Huff developed the group’s financial plan. Prior to his appointment as
CFO, he was the Financial Vice President of AT&T’s Mergers and Acquisitions group.

Nield J. Montgomery, the former Chief Executive Officer and President, and a current
member of the Board of Directors of the Company since he participated in it founding.
Mr. Montgomery has over 35 years of telephone experience, most recently serving as
General Manager for ICG from April 1994 to June, 1995. In that capacity he was
responsible for developing strategy and deploying telephone switches nationally to
position the company to enter the local phone service business. Prior to that, Mr.
Montgomery served as General Marketing and Sales Manager for Sprint/Centel (successor
to Centel Nevada) (“Centel”). During his 13 year Centel career from 1979 to 1993, he
served in senior executive positions directing engineering, operations, business office,
sales, and marketing functions. Before joining Centel, Mr. Montgomery held a variety of
management positions with NYNEX.

Timothy P. Flynn has served as a member of the Board of Directors of the Company
since 1996. Mr. Flynn served as a member of the Board of Directors of ValuJet Airlines,



Inc. since he participating in its founding in 1993 until November, 1997. Prior to that, Mr.
Flynn was Chairman of the Board and CEO of WestAir Holding, Inc. He and Mr.
Gallagher founded WestAir in 1983 and operated it through June, 1992 when it was sold
to Mesa. Mr. Flynn was a member of the Board of Directors of Mesa from June, 1992
through March, 1993. Mr. Flynn and Mr. Gallagher are affiliated in a number of other
transactions.

Jack Hancock has served as a Member of the Board of Directors of the Company since
1996. Mr. Hancock was Vice President of Systems Technology and Executive Vice
President, Product and Technology for PacBell (from 1988 to 1993). Prior to joining
PacBell, Mr. Hancock was Executive Vice President for Information Systems, Strategic
Planning, and Human Resources at Wells Fargo Bank (from 1982 to 1987). Before that,
he was Senior Vice President for Management Information Systems at Chemical Bank
(from 1978 to 1981). He is a member of the Boards of Directors of several public and
private companies, including Union Bank of California (from 1994 to present) and
Wittaker Corporation (from 1994 to present).

David Kronfeld was elected to serve as a Director of the Company in February, 1998.
Mr. Kronfeld is the founder of JK&B Management Co., L.L.C,, a venture capital firm,
and has managed its affairs since 1995. Since 1989, Mr. Kronfeld has also been a partner
at Boston Capital Ventures, a venture capital firm where he specialized in the
telecommunications and software industries. Mr. Kronfeld was Vice President of
Acquisitions and Venture Investments at Ameritech. Prior to Ameritech, Mr. Kronfeld
was a Senior Manager at Booz, Allen & Hamilton, an international management
consulting firm from 1977 to 1982 and a systems analyst at Electronic Data Systems from
1973 to 1975.

Thomas Neustaetter was elected to service as a Director in February, 1998. Since
January, 1996, Mr. Neustaetter has been a principal in The Chatterjee Group (“TCG”), an
investment firm. Prior to that, he was managing director and founder of Bancroft Capital
(financial advisory services) from January, 1996 to December, 1996 and was a managing
director at Chemical Bank from 1990 to 1995.

John Boersma has served as Senior Vice President of Operations of the Company since
May, 1997. He served as Vice President of Carrier Relations for ICG Telecom Group,
Inc. from 1996 to 1997. He was responsible for ICG’s relationship with local exchange
carriers and implementation, purchase agreements and service quality and served as vice
President, Northern California Operations from April, 1994 to September, 1996. He
joined Bay Area Transport, now a part of I[CG Telecom Group, in 1986 and held various
positions, including responsibility for overall financial and operational performance,
marketing management, new business development, regulatory affairs, and information
systems development. He has been a member of the Board of Directors of ALTS, and
served as the chairman of the association’s Tariff Committee from 1991 until February,
1993.



Michael E. Burke has served as Vice President—Network Operations of the Company
since December, 1996. Mr. Burke has over 27 years of engineering and engineering
project management experience in the telecommunications industry, and served most
recently as a member of the Board of Directors and as Vice President—Network Design
for Contel of California. Mr. Burke also served in various engineering management roles
with Continental Telephone Company, California Pacific Utilities, and General Telephone
Company of California.

Michele Sadwick is a new Vice President of Corporate Communications and in that
capacity will oversee all of MGC's internal and external communications, including public
relations and employee relations. Michele has more than 10 years of public relations and
communications experience. For the past six years she worked with the national, regional,
and local media, as well as the telecommunications trade publications as director of public
relations for Frontier, now Global Crossing. She also managed the company’s internal
communications program.

Kent F. Heyman has served as Senior Vice President and General Counsel of the
Company since June, 1996. Mr. Heyman has 17 years of legal experience, most recently
as chairman of the litigation department and Senior Trial Counsel of the Dowling,
Magarian, Aa:on & Heyman Law Firm. Mr. Heyman has served as a California Superior
Court Judge pro tempore presiding over trial, settlement conference and other
proceedings from 1990 to 1996.

James J. Hurley III has served as President, Midwest Region of the Company since
March, 1998. He previously served as Chief Operating Officer of Wireless Works, Inc. in
Chicago from 1996 to 1998. From 1992 to 1996, Mr. Hurley was President and Chief
Executive Officer of Inn Room Systems, Inc. (a manufacturer of on-line room
refreshment center). From 1976 to 1992, he held various finance, administration and
operations management positions with Centel corporation. Mr. Hurley began his career
with Arthur Andersen and Company from 1970 to 1976.

James Mitchell has served as President, Eastern Region of the Company since February,
1998. Mr. Mitchell has over eight years of telephone industry experience, serving from
1990 to 1998 in various sales and marketing management roles with MCI, his last position
being Regional Sales and Marketing Manager for the Southwest Region. Prior to joining
MCI, Mr. Mitchell served as General Partner and Chief Financial Officer of Oak Value
Partners, (a private money management firm) from 1987 to 1990. Mr. Mitchell began his
career as an auditing associate with Price Waterhouse in Philadelphia.

Mark Peterson has served as President, Western Region of the Company since March,
1997. He previously served as head of corporate affairs for both WestAir Holding, Inc.,
operating as United Express in Fresno, California from 1988 to 1992 and for AirCal
Airlines in Newport Beach, California from 1978 to 1982. He also served as marketing
communications manager with Bank of America in San Francisco, worked as a marketing



consultant in Northern California and was an instructor in business communications at
California State University, Chico.

Linda Sunbury has served as Vice President of the Company since June, 1996 and is
currently the Treasurer. Ms. Sunbury has over 12 years accounting and administrative
experience, having held similar positions in the airline industry. Most recently, Ms.
Sunbury was Vice President of Administration for Business Express, Inc. (“Business
Express”) dba the Delta Connection from 1994 to 1996. Prior to that, Ms. Sunbury
served as Controller for WestAir Holding Inc. operating as United Express from 1988 to
1994. Ms. Sunbury began her career with the accounting firm of KPMG Peat Marwick,
LLP where she was employed from 1983 to 1988.




EXHIBIT §

OFFICERS AND DIRECTORS

The names, addresses, and telephone numbers of the officers and directors of MGC are as follows:

OFFICERS:

Maurice J. Gallagher
Chairman of the Board
3291 N. Buffalo Drive
Suite 8

Las Vegas, NV 89129
Phone: 702-256-4332
Fax: 702-256-7209

Rolla P. Huff
President / CEO

3171 Sullys Trail
Pittsford, NY 14534
Phone: 716-218-6540
Fax: 716-218-0881

Kent F. Heyman

Senior Vice President / Secretary
3301 N. Buffalo Drive

Las Vegas, NV 89129

Phone: 702-310-8258

Fax:  702-310-5689

Michael Daley

CFO

3171 Sullys Trail
Pittsford, NY 14534
Phone: 716-218-6543
Fax: 716-218-0881

Linda M. Sunbury
Treasurer

3301 N. Buffalo Drive
Las Vegas, NV 89129
Phone: 702-310-8269
Fax: 702-310-1111

DIRECTORS:

Maurice J. Gallagher
3291 N. Buffalo Drive
Suite 8

Las Vegas, NV 89129



Nield J. Montgomery
3301 N. Buffalo Drive
Las Vegas, NV 89129

Timothy P. Flynn
3291 N. Buffalo Drive
Las Vegas, NV 89129

Jack Hancock
236 Natchez Court
Walnut Creek, CA 94598

David Kronfeld

JK&B Capital LP

205 N. Michigan Street
Chicago, IL 60601

Thomas Neustaetter
The Chatterjee Group
888 7™ Ave., 30" Floor
New York, NY 10106

At this time, none of MGC's officers or directors are located in Tennessee.



Small and Minority-Owned
Telecommunications Business
Participation Plan
Pursuant to T.C.A. § 65-5-212, as amended, MGC Communications (“MGC”)
submits this small and minority-owned Telecommunications business participation plan
(the “Plan”) along with its Application for a Certificate of Public Convenience and
Necessity to provide competing intrastate interexchange and local exchange services in

Tennessee.

L PURPOSE

The purpose of Section 65-5-212 is to provide opportunities for small and
minority-owned business to provide goods and services to Telecommunications service
providers. MGC is committed to the goals of Section 65-5-212 and to taking steps to
support the participation of small and minority-owned Telecommunications businesses in
the Telecommunications industry. MGC will endeavor to provide opportunities for small
and minority-owned Telecommunications businesses to compete for contracts and
subcontracts for goods and services. As part of its procurement process, MGC will make
efforts to identify and inform minority-owned and small businesses that are qualified and
capable of providing goods and services to MGC of such opportunities. MGC’s
representatives have already contacted the Department of Economic and Community
Development, the administrator of the small and miority-owned Telecommunications
assistance program, to obtain a list of qualified vendors. Moreover, MGC will seek to

increase awareness of such opportunities so that companies not otherwise identified will




have sufficient information to participate in the procurement process.

IL DEFINITIONS

As defined in Section 65-5-212:

Minority-Owned Business. Minority-owned business shall mean a business which
is solely owned, or at least fifty-one percent (51%) of the assets or outstanding stock of
which is owned, by an individual who personally manages and controls daily operations of
such business, and who is impeded from normal entry into the economic mainstream
because of race, religion, sex or national origin and such business has annual gross receipts
of less than four million dollars ($4,000,000).

Small Business. Small business shall mean a business with annual gross receipts of
less than four million dollars ($4,000,000).

1. ADMINISTRATION

MGC’s Plan will be overseen and administered by the individual named below,
hereinafter referred to as the Administrator, who will be responsible for carrying out and
promoting MGC’s full efforts to provide equal opportunities for small and minority-owned
businesses. The Administrator of the Plan will be:

James Mitchell

Regional Vice President — Southeastern U S.
MGC COMMUNICATIONS, INC.

3301 North Buffalo Drive

Las Vegas, NV 89129

(702) 310-8258

The Administrator’s responsibilities will include:

(1) maintaining an updated Plan in full compliance with Section 65-5-212 and the
rules and orders of the Tennessee Regulatory Authority.




(2) establishing and developing policies and procedures necessary for the
successful implementation of the Plan.

(3) preparing and submitting such forms as may be required by the Tennessee
Regulatory Authority, including the filing of required annual updates.

(4) serving as the primary liaison to and cooperate with the Tennessee Regulatory
Authority, other agencies of the State of Tennessee, and small and minority-
owned businesses to locate and use qualified small and minority-owned
businesses as defined in Section 65-5-212.

(5) searching for and developing opportunities to use small and minority-owned
businesses and encouraging such business to participate in and bid on contracts
and subcontracts.

(6) providing records and reports and cooperate in any authorized surveys as
required by the Tennessee Regulatory Authority.

(7) establishing a record-keeping system to track qualified small and minority-
owned businesses and efforts to use such busmesses.

(8) providing information and educational activitics to persons within MGC and
traming such persons to seek out, encourage, and promote the use of small and
minority-owned businesses.

In performance of these duties, the Administrator will utilize a number of
resources, including:

Chambers of Commerce
The Tennessee Department of Economic and Community Development
The United States Department of Commerce
Small Business Administration
Office of Minority Business
The National Minority Supplier Development Counsel
The National Association of Women Business Owners
The National Association of Minority Contractors
Historically Black Colleges, Universities, and Minority Institutions

The efforts to promote and ensure equal opportunities for small and minority-

owned businesses are primarily spelled out in the Administrator’s duties above. Additional

efforts to provide opportunities to small and minority-owned businesses will including




offering, where appropriate and feasible, small and minority-owned businesses assistance
with technical, insurance, bonding, licensing, production and deadline requirements.
III. RECORDS AND COMPLIANCE REPORTS

MGC will maintain records of qualified small and minority-owned business and
efforts to use the goods and services of such business. In addition, MGC will maintain
records of educational and training activities conducted or amended and of the internal
procurement procedures adopted to support this Plan.

MGC will submit records and reports required by the Tennessee Regulatory
Authority concerning the Plan. Moreover, MGC will cooperate fully with any surveys and
studies required by the Tennessee Regulatory Authority.

MGC Communications, Inc.

By:

Name
Title

Dated: December 7, 1999
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Year 2000 Readiness Program Stat

MGC Communications, Inc.

July 1, 1999

This document is a Year 2000 readiness disclosure under the 'Year 2000 Informa
Act' (Senate Bill 2392).

Is MGC Communications currently Year 2000 Compliant?
MGC Communications currently believes that its essential processes, sys
business functions are ready for the 1999 to Year 2000 transition.

MGC Communications has completed the inventory, assessment and ren
network and information system elements. Our mission critical compone
MGC Communications network and systems which execute processes su
assurance, access management, service delivery, customer service and
successfully been certified for Year 2000 compliance. Integration testing
Contatct us throughout the remainder of 1999.
a

Toll free How does MGC Communications Define Y2K Compliance?
888-777-5802 MGC Communications' compliance specification is based on the Internati
Organization 8601 date and time standard and Bellcore's General require
specification for the telecommunications industry. Year 2000 readiness is
Communications as "Mission critical hardware, software and/or firmware
correct identification, manipulation and calculation using dates, including |
outside of the 1900-1999 year range and have been tested as such."

What plans have been implemented for MGC Communicati
2000 compliant?

MGC has been focused on Year 2000 issues since early 1996. Since the
young and relatively new to the industry, much of the hardware and softw
place within the company was originally purchased with Y2K readiness in
plans include a number of phases designed to evaluate and prepare MG

to be ready by June 1999.
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Awareness Phase | |Completed 6/1998
Assessment Phase | |Completed 12/1998
Renovation Phase |Completed 4/1999
Validation Phase | [Completed 5/1999
Implementation Phase | |Completed 6/1999

Has MGC's management clearly established the implement
2000 actions as a high priority?
In recognition of the priority associated with the Year 2000 issue, MGC C

has established a Year 2000 Project Team at the corporate level to lead t
Year 2000 effort.

At what level of corporate management is the year 2000 pr
sponsored?

The Year 2000 project is considered an important initiative for MGC Com
1998, an expert team was formed with executive sponsorship. This team
developing the processes and procedures that will ensure that MGC Com
ready to meet the challenges of the Year 2000.

Is MGC's Year 2000 program status regularly reported to M
management?

MGC's corporate Year 2000 project team reviews the company's progres
adherence to its Year 2000 Compliance Plan. The results of these monthl
regularly presented to MGC senior management.

Based on the established schedule, is MGC's Year 2000 pr
MGC's overall Year 2000 program performance, when compared to the e
is on schedule.

What is the Year 2000 Problem Definition?

The Year 2000 issue, commonly referred to as Y2K, is rooted in the way
have been set up to handle the computation of dates. In many cases, wh
in computer code, a two digit field has been used to indicate the year, (i.e
January 1, 1998). The system assumes that the first two digits in the year
With the end of the century approaching, those same systems should refl

being "January 1, 2000". However, a non-compliant system will read 01/
1, 1900.

Does MGC's Year 2000 program include education of empl
importance of this project?

Yes, our employees are scheduled to receive information on the Year 20

with updates on our company's progress regarding Y2K readiness. This t
known as the "MGC, Y2K Employee Survival Kit" will be delivered throug

updates into the first quarter of 2000. Company newsletters, postings, Int
visibility will be our chosen mediums in which to disseminate information

Can we acquire documentation on MGC Communications |
Communication Networks Testing?

Testing results are considered confidential and proprietary information an
published as part of the Year 2000 program.
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Readiness priorities

MGC Communications has assigned top priority to the systems and netw
supporting those business processes that have the greatest impact on ou
Additionally, we have identified and classified all systems within the comp
major categories: Mission Critical, Mission Important and Mission Suppor

Mission Critical Systems

This term refers to components of MGC's infrastructure that could have a
on our ability to provide services to our customers. It identifies systems th
voice transport services. Examples of mission critical systems include net
essential support systems that enable customers to receive and use local
data telecommunications services, such as residential and business telep
Centrex, ISDN, and dedicated voice and data transport services.

Service Assurance: Business processes associated with sustaining customers' pr
phone activation.

Mission Important Systems

This term refers to components of MGC's infrastructure that could have s
ability to provide secondary services to our customers. Examples of miss
systems include features such as voicemail, caller ID, etc.

Mission Supportive Systems
This term refers to those internal systems within MGC Communications th
customer service: business processes associated with responding to cus

and maintenance requests. Supporting systems include order entry and
information systems.

Billing: Business processes associated with rating, invoicing and mailing custom
systems include invoice processing system.

Mission Critical Systems

The following categories represent business functions that are critic
Communications operations. These items affect service to our cust
represent the highest priority within the plan.

The following items represent the critical network elements involved for maintainin
to our customers.

3of7

. Y2K
. Trading Contact »
Z;l::tlonal Type Classification| Partner |Completion C%':P I'eat"t Co
Contacted Date D g
ate
Local/LD Mission
DMS-500 Switch Critical Yes 1Qtr 1999 | June 1999
Central . .
. Nortel Mission
Office e Yes 1Qtr 1999 |June 1999
Equipment AccessNode Critical
Central Mission
Office Reltek Critical Yes 1Qtr 1999 | June 1999
Equipment
Central I
Office Nortel RSC "g'rsltﬁgl‘ Yes 1Qtr 1999 | June 1999
Equipment

12/27/1999 12:03 PM
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The following items represent the critical components for maintaining Dial-up acce
serving for our ISP customers.

: IR
. Trading Contact :
Functional ——— ;| Compliant Y2K Respo
Area Classification sz?::t;d Corggltitlon Target Compliant| Cont
Date
Transport | Misoion Yes | 1Qtr1999 |June1999| Yes IS
Dial-up Mission
access Critical Yes 1Qtr 1999 | June 1999 Yes IS
MGCI Web Mission
Servers Critical Yes 1Qtr 1999 | June 1999 Yes IS

Mission Important Systems

The following categories represent business functions that are impo
operations, and do not impact the mission critical areas of service a

our customers.
. Y2K
. Trading Contact :
;ergactlonal Classification| Partner |Completion C‘?r';'fléat"t Co:lml(iant Re(s:g
Contacted Date D g p
ate
Voice mail Im;)s:rltgrrlit Yes 1Qtr 1999 | June 1999 Yes Engin
Automatic feai
call ission Yes | 1Qtr1999 |June 1999 Yes |Engin
Distribution P

Mission Supportive Systems
The Information Systems within MGC Communications, Inc. operate
different platforms. The following information summarizes the Y2K
mission supportive systems.

X Y2K
: Trading Contact :
;LI'I::;IOHN Classification| Partner |Completion Cgl_r:rpllatnt c YZPI(. Regp
Contacted Date ge ompliant o
Date
Order entry / —
Order Sﬂmszlr‘:ﬂre Yes 1Qtr 1999 |June 1999 Yes
Provisioning PP

Third Party Products

12/27/1999 12:03 PM
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A number of products are utilized within the company to enable interfaces or supp
performing work. These products are not always visible, but are integrated into th
business systems.

. Y2K

. Trading Contact :
Functional I -1 Compliant Y2K Respo

Classification| Partner Completion »

Areas Contacted Date TS;%:t Compliant| Cont
Interface i
Support Sa’hszﬁir\./e Yes 1Qtr 1999 | June 1999 Yes L}
Software PP

External Data Exchange

MGC Communications production systems are currently capable of handling date
4 digit fields. We are currently in the process of contacting all of our trading part
compliance with all external data file formats. Telecommunications systems and

technology are both highly complex and interdependent. Moreover, data inputs fr
may or may not be Year 2000 compliant. It is thus impossible to guarantee full Y
compliance for all systems despite serious efforts to achieve that goal.

Does your system accept and provide only valid 4 digit dat
The Information processing systems supporting order entry, order provisi

are also currently working with 4 digit dates. Today, many interfaces exis
billing and customer information with our trading partners. MGC interface
accept both 2 digit or 4 digit years.

Date Range Considerations
{ Date Consideration Testing

12/31/1998 transition to| | The first occurrence of the year
1/01/1999; :"99" that may be used as a
special flag, and "99" as a
two-digit year.
4/09/1999 | | The 99th day of the year 1999.
"9999" denotes the end of
input in many computer
programs.

8/21/1999 transition to, | The event horizon date for
8/22/1999| | Global Positioning System
(GPS) satellite receivers.

9/09/1999| |9999, which is often used as an
infinity date to protect settings

from expiration, as an actual
date (9/9/99)

~12/31/1999 transition to| |The ch'énge of century date and
1/01/2000| ithe 01/01/00 date.

1/02/2000| | The first date change in the

Year 2000
1/03/2000; | The first work day in the Year
2000
1/04/2000 | The first work date change in
the Year 2000

1/06/2000| |The day in the Year 2000 (which
falls on a Thursday). The day
fell on a Saturday in 1900.

50f7 12/27/1999 12:03 PM
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1/07/2000} |The first weekly change in the
new century for applications /
network elements looking for
the number of the week, e.g.,
week 10

1/08/2000 | {The end of the first full week in
the Year 2000

1/10/2000 | | The requirement of seven digits
of space to write to the date in
numbers

1/31/2000 transition to| | The first monthly calendar
2/01/2000| change in the new century

2/28/2000 transition to| |The first leap year in the new
3/01/2000; century

03/31/2000 through 4/03/2000

The first calendar quarterly
change

06/30/2000 through 7/03/2000|

The second quarter calendar
quarterly change

10/10/2000

The requirement of eight digits
of space to write the date in
numbers

1/01/2001

12/31/2000 transition to|

The end of the first year in the
new century, the transition to
the new millennium and the
Julian day of 60366 due to Year
2000 being a leap year.

3/01/2001

2/28/2001 transition to|

The first non-leap year change;
the first non-leap year month
change date, and a negative
test for 2/29/2001 (error
condition)

2/28/2004 transition to

The first regular leap year date

3/01/2004| change in the new century, and
a positive test for 2/29/2004
12/31/2009 transition to| |The first decade change in the
1/02/2010| :new century
12/31/2027 transition to| | The 28 year "bump" (the
1/01/2028 | | calendar repeats itself every 28
years).
2/28/2028 trag%gifzra;g The leap year date change
12/31/2037 transition to| {The UNIX platform internal
10/01/2038; clock which expires in 2038

Contingency Plans

MGC Communications, Inc. is currently in the process of developing Year
plans for the company. Areas of focus include:

12/27/1999 12:03 PM
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Focus Area

Target Completion Date

i

Utility Power Failures June 1999 %
Utility Water Failures June 1999
Security System Failures | | June 1999
Financial Planning June 1999 3

Copyright © 1999 MGC Communications, Inc.
All rights reserved. Reproduction in any form is prohibited without prior permission from

MGC Communications, Inc.
Statenserd of Privacy Legal Disclalmer

12/27/1999 12:03 PM



MGC Communications, Inc.
Tennessee IntralLATA Presubscription Implementation Plan

Introduction

MGC Communications, Inc. ("MGC") has in place a process that will give end user
customers the opportunity to designate a carrier for their intraLATA toll call traffic in those
market areas in which MGC is a facilities-based local exchange service provider. Intral ATA toll
calls will automatically be directed to the designated carrier without the necessity of dialing an
access code.

General Information

MGC will deploy Two-PIC (presubscribed interexchange carrier) technology in its
switches. This technology will enable the customer to separately presubscribe intraLATA
service and interLATA service to the same or different carriers. Although a service may be
presubscribed, users may reach any carrier by dialing the appropriate access code. All eligible
MGC end user telephone line numbers will be presubscribed according to this plan.

Implementation of this plan will be concurrent with the commencement of offering
service in the state.

Carrier Information

Carriers will have the option of offering intraLATA service only or interLATA and
intralLATA service. MGC will notify potential carriers sixty days prior to the initial availability
of presubscription in specific market areas and provide forms of non-disclosure and participation
agreements. Carriers will have the option of participating in any or all of such areas. Carriers
will be required to return a completed non-disclosure agreement and participation agreement(s).
Participating carriers will be requested to submit Access Service Requests/Translation
Questionnaires to the access tandem owner and MGC.

MGC will not participate in billing disputes concerning intraLATA service between
alternative competing carriers and their customers.

Network Information

All originating intraLATA traffic initially will be routed through the incumbent local
exchange carrier ("ILEC") access tandem or through direct trunks between the MGC switch and
the carrier locations, which may be used when traffic volumes warrant. Carriers must have
Feature Group D trunks in place (or ordered) between their points of presence and the ILEC
access tandem(s).



MGC will route all originating intraLATA traffic to the designated carrier and will only
block traffic at the request of the customer or in compliance with regulatory requirements.
Requests from carriers to block traffic or to remove customers from their networks will not be
honored. Calls that cannot be completed to a carrier will be routed to an announcement.

LATASs Served

MGC intends to offer services in the LATAs in which Nashville and Memphis are
located.

Customer Contact Information

When customers enroll for service with MGC, MGC representatives will provide
alternative carriers' names and contact telephone numbers (if provided by the carrier) to
customers in random order upon customer request. MGC representatives will not discuss
alternative carrier rates or services and will not provide customers with carrier identification
codes or access dialing instructions. MGC representatives will not initiate or accept three-way
calls from alternative carriers to discuss presubscription.

MGC will not ballot or allocate its customer base. MGC will accept as a bona fide PIC a
selection of "No PIC" as a choice, and customers who do not choose a carrier will be designated
"No PIC". Such customers will have access code dialing capability to reach participating
intralLATA carriers. MGC will provide customers with a confirmation, notifying them of their
PIC selection (MGC or an alternative carrier).

Presubscription Changes

Alternative carriers shall submit PIC changes to MGC using the customer account record
exchange ("CARE") system via facsimile or other paper medium. MGC will respond with PIC
confirmation or rejection information using the CARE format. Details of the process, including
the CARE system, will be provided as part of the correspondence with the carriers.

A $5.00 PIC change charge may be assessed against the customer for each eligible line
where a PIC change is made.

In an effort to reduce unauthorized PIC changes, MGC will offer intraLATA PIC freeze
service to all customers at no charge. A PIC freeze can only be initiated or removed by the
customer requesting it through a MGC representative

Ported Telephone Numbers

For customers who change their local exchange service provider from an ILEC to MGC
and retain their ILEC telephone number, MGC, as part of the CARE process, will provide the

-2



presubscribed interexchange carrier-select with both the retained ILEC telephone number and the
assigned MGC telephone number.

Regulatory Compliance

MGC will comply with all rules of the TRA and the FCC concerning intraLATA toll
dialing parity.



BEFORE THE
TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE

APPLICATION OF MGC
COMMUNICATIONS INC.

FOR A CERTIFICATE TO PROVIDE
FACILITIES-BASED LOCAL
EXCHANGE SERVICE, INTRASTATE
INTEREXCHANGE SERVICE, AND
ACCESS SERVICE WITHIN TENNESSEE

TRA Docket No. 99-

L L LD M L LD L

PRE-FILED TESTIMONY OF RICHARD E. HEATTER

I, Richard E. Heatter, do hereby testify as follows in support of the application of MGC
Communications Inc. ("MGC") for a certificate of convenience and necessity as a competing
telecommunications service provider to provide telecommunications services throughout the
State of Tennessee:

Q: Please state your full name, business address, and title.

A: My name is Richard E. Heatter and my business address is 171 Sully's Trail, Suite 202,
Pittsford, New York 14534. T am MGC's Vice President, Legal of MGC.

Q: Are all statements in MGC's application for a certificate of convenience and necessity
filed before the Tennessee Regulatory Authority (“TRA”) true and correct to the best of your
knowledge, information and belief?

A: Yes.

Q: Please describe the current corporate structure of MGC.

A: MGC is a corporation organized under the laws of the State of Nevada and has authority

to transact business in Tennessee.



Q: Does MGC possess the requisite managerial, financial, and technical abilities to provide
the services for which it has applied for authority?

A: Yes.

Q: Please describe MGC's financial qualifications.

A: MGC is financially qualified to provide facilities-based and resold local exchange,
exchange access and interexchange services in Tennessee and elsewhere. MGC has provided the
TRA with its audited financial statements as of December 31, 1998, and unaudited financial
statements for the nine-month period ending September 30, 1999.

Q: Please describe MGC's managerial and technical qualifications.

A: MGC possesses the managerial and technical qualifications to provide its proposed
facilities-based and resold local exchange access, and interexchange services in Tennessee, and
to maintain MGC's facilities over which such services will be deployed. As described in the
biographical information accompanying its application, MGC's management team has extensive
management and business experience in telecommunications.

Q: What services will MGC offer?

A: MGC seeks authority to provide a full-range of local, exchange access, interexchange
(including intraLATA and interLATA) and switched and special access telecommunications
services throughout the State of Tennessee. MGC intends to offer this broad range of
telecommunications services through the use of its own facilities, through resold services, and
through a combination of these provisioning approaches. Consequently, MGC seeks
certification to provide all of the services that can be provided by a local exchange company
under the Tennessee Regulatory Authority's Rules. MGC also seeks certification to provide all

services that can be provided by interexchange services providers and long distance resellers in




Tennessee. MGC intends to provide access services as well as flat rate local exchange service,
EAS service, toll restrictions, call control options, tone dialing, custom calling services, caller ID
and any other services available on a resale basis from the underlying incumbent local exchange
carrier or other certificated carrier within MGC's service area. MGC anticipates initially offering
its services to business customers and then to residential customers, as market conditions and
demand warrants. MGC either directly or through arrangements with other carriers or companies
will provide those services required by TRA Rule 1220-4-8-.04(3)(b). MGC will, upon
certification and before offering service, file its initial tariff with the TRA setting forth the rates,
charges and regulations for its services. If MGC offers new services in the future, it will

similarly comply with such requirements.

Q: Will the granting of a certificate of convenience and necessity to MGC serve the public
interest?
A: Yes. The grant of a certificate of public convenience and necessity to MGC to provide

facilities-based and resold services within Tennessee will benefit the public because it will
increase competition and customer choice for users of local exchange, exchange access
interexchange and services in the State of Tennessee. In addition, intrastate offering of these
services is in the public interest because the services will provide Tennessee customers with
access to new technologies and service choices and can permit customers to achieve increased
efficiencies and cost savings. Authorizing MGC to provide these telecommunications services
will enhance materially the telecommunications infrastructure in the State of Tennessee and will
facilitate economic development. In particular, the public will benefit both directly, through the

use of competitive services to be offered by MGC, and indirectly, because MGC's presence in




Tennessee will increase the incentives for other telecommunications providers to offer more

innovative services, reduce their prices and improve their quality of service.

Q: Has MGC filed its small and minority-owned business participation plan?

A: Yes.

Q: Has MGC filed its Year 2000 Disclosure Statement?

A: Yes.

Q: Has MGC filed its toll dialing parity plan?

A: Yes.

Q: Will MGC offer telecommunications services in areas served by rural telcos or telephone
cooperatives?

A Unless otherwise permitted by federal or state law, MGC does not plan to offer local
exchange telecommunications services in areas served by any incumbent local exchange
telephone company (“ILEC”) that has a rural exemption under Section 251(f) of the
Telecommunications Act of 1996, except for any ILEC that has voluntarily entered into an
agreement with a competing telecommunications service provider or that has applied to provide
telecommunications services in an area outside its service area existing as of June 6, 1995. MGC
also does not plan to provide such services in any area served by a telephone cooperative unless
otherwise permitted by applicable federal or state law. MGC reserves the right to expand its
services into these areas should any rulings of the TRA or any court or administrative agency
allow the provision of service in such areas.

Q: Is MGC authorized to provide telecommunications service in any other states?

A: Yes. MGC is authorized to provide local exchange and interexchange services in

California, Florida, Georgia, Illinois, and Nevada.




Q: Who is knowledgeable about MGC's operations and will serve as MGC's regulatory and
customer service contact?

A: I will serve as the responsible regulatory officer for the TRA to contact regarding MGC
filing requirements subsequent to approval. With respect to the service contract, MGC has made
arrangements for its customers to call the company at its toll-free customer service number, 1-
888-777-5802. In addition, customers may contact MGC in writing at MGC's headquarters, as

well as via e-mail at www.meci.com.

Q: Has MGC been involved in any pertinent mergers or acquisitions?
A: No.
Q: Will MGC comply with all applicable statutes, rules and orders pertaining to the

provision of telecommunications services in Tennessee?

A: Yes.
Q: Does this conclude your testimony?
A: Yes.




I swear that the foregoing testimony is true and correct to the best of my knowledge.

Richard E. Heatter
MGC Communications, Inc.

Subscribed and sworn to before me this day of December, 1999.

Notary Public
State of Nevada

County of

My Commission expires




NOTICE OF FILING

MGC Communications, Inc. has filed an Application with the Tennessee Regulatory for a
Certificate to Provide Facilities-Based Local Exchange Service, Intrastate Interexchange Service,
and Access Service Within Tennessee. Copies of the Application can be obtained from the
Tennessee Regulatory Authority. The undersigned hereby certifies that a copy of this notice has
been served on the following persons via U.S. mail this off# day of December, 1999.

Guy M. Hicks*

BellSouth Telecommunications, Inc.
333 Commerce Street, Suite 2101
Nashville, TN 37201-3300

T. G. Pappas, Esq.*

Bass, Berry & Sims

2700 First American Center

313 Deaderick Street

Nashville, Tennessee 37238-2700

James B. Wright, Esq.*

United Telephone-Southeast, Inc.
14111 Capital Boulevard

Wake Forest, NC 27587-5900

Ardmore Telephone Company, Inc.
Terry Wales, General Manager
P.O. Box 549

517 Ardmore Avenue

Ardmore, TN 38449

Century Telephone or Adamsville
David Dickey, Division Manager
P.O. Box 405

116 N. Oak Street

Adamsville, TN 38310

Century Telephone of Claiborne
Don Ray Fannon, Division Manager
P.O. Box 100

57 Main Street

New Tazewell, TN 37825




Century Telephone of Ooltewah-Collegedale, Inc.
Terry Crutchfield, Division Manager

P.O. Box 782

5616 Main Street

Ooltewah, TN 37363

Citizens Telephone Company of Tennessee

Citizens Telecommunications Company of the Volunteer State
Mike Swatts, State Regulatory Director, South

P.O. Box 770

300 Bland Street

Bluefield, WV 24701

TDS Telecom-Tellico Telephone Company, Inc.
P.O. Box 9

102 Spence Street

Tellico Plains, TN 37385-0009

Loretto Telephone Company, Inc.
Louise Brown, President

P.O. Box 130

Loretto, TN 38469

Millington Telephone Company, Inc.
W. S. Howard, President

4880 Navy Road

Millington, TN 38053

Sprint-United

Steve Parrott
Director-Regulatory Affairs
112 Sixth Street

Bristol, TN 37620

TDS Telecom-Concord Telephone Exchance, Inc.
Jerry R. Parkerson, Manager

P.O. Box 22610

701 Concord Road

Knoxville, TN 37933-0610

TDS Telecom-Humphreys County Telephone Company
Bernard R. Arnold, Manager

P.O. Box 552

203 Long Street

New Johnsonville, TN 37134-0552




TDS Telecom-Tennessee Telephone Company
P.O. Box 18139
Knoxville, TN 37928-2139

TEC-Crockett Telephone Company, Inc.
P.O. Box 7
Friendship, TN 38034

TEC-People's Telephone Company, Inc.
P.O. Box 310
Erin, TN 37061

TEC-West Tennessee Telephone Company, Inc.
P.O.Box 10

244 E. Main Street

Bradford, TN 38316

United Telephone Company
P.O. Box 38

120 Taylor Street

Chapel Hill, TN 37034

R.

Michael B. Bressman

*Served with a copy of the Application (without exhibits) in addition to this Notice.
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